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ABSTRACT 
Medium density fibre (MDF) board is used in various applications in the 
building-, furniture- and casket industry. The market is shared by solid wood 
and other flat panels, such as particle board and plywood. 
 
The market in South Africa forms part of the global market. Therefore it is 
possible to import MDF. The demand for MDF is driven by the building industry, 
the Consumer Price Index (CPI) and the exchange rate. The CPI is an 
indication of the consumer’s willingness to purchase furniture or to invest in 
property with subsequent growth in the building industry. 
 
The 2002 market in SA is 500 000m3 for particle board and 110 000m3 for MDF. 
The imported boards during this same period were particle board 10 000m3 and 
22 194m3 for MDF. The extrapolated expected imports for 2003 would be 12 
362m3 and 35 045m3 for particle board and MDF respectively. According to the 
empirical study the market increase for particle board and MDF, for 2003, will 
be 18%. That means that the particle board market will increase to 590 000m3 
and the MDF market to 130 000m3. The 2002 production capacity was 648 
000m3 (particle board) and 155 000m3 for MDF. The Sonae factory in White 
River can produce either particle board or MDF and this influences the 
production capacities.  
 
According to various International databases the requirements for SA in 2020 
will be 984 000m3 for particle board and 569 000m3 for MDF. Quick calculation 
show a shortfall of 414 000m3 for MDF in 2020 when compared to 2002 
production capacity. 
 
First mover advantage will give the mover the major market share in SA. The 
demand will be there. All the above calculations have been done without taking 
the 2010 World Football event in SA into consideration. The question is – all the 
current players are almost on par to make it happen. The company with the 
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burning desire to make it work will find the finance and will have the controlling 
market share. 
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Chapter 1 
 
Introduction, Problem Statement and Outline of Research Project 
 
1.1 INTRODUCTION 
“Originally, the theory of the firm was based on the assumption that the goal or 
objective of the firm was to maximize current or short-term profits. Firms, 
however, are often observed to sacrifice short-term profits for the sake of 
increasing future or long-term profits” (Salvatore, 2001:11).  
 
In the light of the above it is necessary to make an assessment of the current 
Medium Density Fibre Board (MDF) market. Evaluation of the market will 
provide an indication whether the current or expected market will sustain an 
increase in manufacturing capacity, whilst maintaining a sustainable economic 
return to the stakeholders of the increased manufacturing.  
 
The flat panel market in South Africa (SA) consists mainly of the following 
groups or components: 
• Particle Board (P/B) - (Commonly known as chipboard). 
• Medium Density Fibre Board (MDF): 
o Manufactured according to the Dry process method. (A commonly 
used Brand name is Supawood); 
o Manufactured according to the Wet Process method. (A 
commonly used Brand name is Masonite). 
• Ceiling board (Asbestos and Gypsum Board). 
• Plywood and Veneer. 
• Certain laminates such as shelving from solid wood. 
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The focus areas in the flat panel market will be MDF and P/B sector – hereafter 
referred to as the flat panel market. In this market section there are five players.  
These players are: 
• PG Bison; 
• Sonae Novobord; 
• Chipboard Industries also known as Magna Board; 
• Imported products (Obbes, 2003:Interview). 
The two biggest competitors, or market share controllers, are PG Bison (Bison) 
and Sonae Novobord (Novobord).  Sonae Novobord is a subsidiary of the 
world’s largest flat panel producer Sonae Industria. Sonae Industria is a 
Portugal based company. 
 
Kotler (2000:14) defines competition as: 
“Competition includes all the actual and potential rival offerings and 
substitutes that a buyer might consider”. 
 
Competition, according to Kotler (2000:14), can also be divided into four levels 
of competition when based on degree of product substitutability: 
• Brand Competition – A company sees its competitors as other companies 
offering a similar product and services to the same customers at similar 
prices. 
• Industry Competition – A company sees its competitors as all companies 
making the same product or class of products. 
• Form Competition – A company sees its competitors as all companies 
manufacturing products that supply the same service. 
• Generic Competition – A company sees its competitors as all companies 
that compete for the same consumer dollars. 
Using these definitions as a guideline, Bison and Novobord are considered to 
be brand and industry competitors. Although both these companies have 
established customers and supply chains, there are a number of end users or 
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merchants that is loyal to purchase price. Supply and demand governs price as 
well as economies of scale during the manufacturing stage. This economy of 
scale principle leads to the main problem of this study. 
 
 
1.2 MAIN PROBLEM 
The main problem that will be researched in this project is as follows: 
 
Is it feasible to increase the MDF manufacturing capability in South Africa 
(SA)?  
 
1.3 SUB - PROBLEMS 
The main problem will be resolved by addressing the following sub-problems: 
• What is the current manufacturing capacity for MDF in SA? 
• What are the current requirements for locally produced MDF? 
• What do knowledgeable people believe are the requirements for MDF in 
SA? 
• What method(s) can be used to analyse the potential growth of the MDF 
market? 
• What manufacturing strategy could be used to increase market share? 
 
 
1.4 DELIMITATION OF THE RESEARCH 
 
1.4.1 Demarcation of Organisations to be Researched 
The scope of the research will be limited to PG Bison and Sonae Novobord the 
largest local and current international MDF manufacturers and suppliers in SA. 
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1.4.2 Geographic demarcation 
The researched area falls within the national borders of SA but includes 
producers operating in the export market. Although South Africa has nine 
provinces, the provinces for this study will be divided as: 
• Gauteng Province (Including Northern, Northwest and Mpumalanga 
Provinces); 
• Orange Free State; 
• Eastern Cape; 
• Western Cape; 
• Kwazulu Natal (K.Obbes, Market Researcher, Sonae Novobord Head Office, 
Johannesburg, 2003:personal communication). 
 
The biggest concentration of current customers being in the Gauteng region, 
this area would then represent the customer’s geographic domain. However for 
the holistic picture of production and market capacity the whole of South Africa 
and possible exports must be taken into consideration. Both Bison and 
Novobord have manufacturing facilities in Mpumalanga and Western Cape 
Provinces. The largest facilities are located in the Mpumalanga Province and 
would then represent the manufacturer’s geographic domain. 
 
 
1.5 DEFINITIONS OF KEY TERMS 
To ensure common understanding, certain key terms that are used throughout 
the study are defined below. 
 
1.5.1 Medium Density Fibre Board 
Their production process classifies fibreboards as follows: 
• Wet process fibreboards – fibreboards having a fibre moisture content of 
more than 20 % at the stage of forming. Wet process fibreboards are 
classified according to their density as: 
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o Hardboards (HB, density ≥ 900 kg.m-3); 
o Medium boards (MB, density ≥400 kg.m-3 to < 900 kg.m-3); 
o Softboards (SB, density ≥ 200kg.m-3 to < 400 kg.m-3). 
• Dry process fibreboards (MDF) – fibreboards having a fibre moisture content 
of less than 20 % at the forming stage, and having a density of ≥ 450kg.m-3. 
These boards are essentially produced under heat and pressure with the 
addition of a synthetic adhesive (EN 316, 1999:3).  
 
1.5.2 Particle Board 
Panel material manufactured under pressure and heat from particles of wood 
(wood flakes, chips, shavings, saw-dust, wafers strands and similar) and/or 
other lignocellulosic material in particle form (flax shives, hemp shives, bagasse 
fragments and similar) with the addition of an adhesive (EN 309, 1992:2). 
Particle Board is also commonly known as chipboard.  
 
1.5.3 Market 
Kotler (2000:118) defines it as: “a market is the set of all actual and potential 
buyers of a market offer”. For the purpose of this study the market will be  
divided into two main subsections such as: 
• Merchants – Supplying smaller businesses or individuals for applications 
such as: 
o Built In Cupboards – kitchen and bedroom cupboards; 
o Do It Yourself (DIY) – shelves and partitioning. 
 
• End Users – Businesses that produce other finished goods, examples would 
be 
o Furniture manufacturing – room dividers, visual and audio equipment 
cabinets,  dining and bedroom suites; 
o Caskets; 
o Shopfitters (K Obbes, Market Researcher, Sonae Novobord, 
Johannesburg, personal communication, 2003). 
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1.5.4 Feasibility 
Feasibility can be defined as the ability of  an organisation, in lieu of, resources 
and competences to deliver a strategy (Johnson & Scholes, 2002:398). 
  
1.5.5 Capacity 
Melnyck & Denzler (1996:14) describes capacity as: “how much output a firm 
can produce, often defined as a level of output per unit of time. This view…. is 
not comprehensive”. For the purpose of this study it will be sufficient to measure 
the manufacturing capacities of the different manufacturing facilities. 
 
1.5.6 Capability 
According to Melnyck & Denzler (1996:58), capability is the results of four 
assets managed by the operations management system: 
• Processes – Systems, whether formal or informal, that the firm has 
developed for planning and / or controlling all flows of information or 
resources through the firm. 
• People – This resource includes all people engaged in all activities, 
including their intellectual resources, that involve the transformation 
process. 
• Information – All of the information that the operations management 
system utilises to build its products, process orders, improve efficiencies. 
• Resources – A generic term that describes all remaining resources that 
help the operations management system to meet schedules, responds to 
change and  to manage day-to-day operations. 
 
1.5.7 Strategy 
The aim of this study is to develop a strategy for sustainable economic growth 
in the MDF market of SA. It may possibly mean that market growth for a specific 
supplier can or must be at the expense of another supplier. 
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Grant (1998:3) defines strategy as: “Strategy is about winning….Strategy is 
not a detailed plan or program of instructions; it is a unifying theme that 
gives coherence and direction to the actions and decisions of an individual 
or organization”. 
 
From the above it can be deducted that the purpose of a strategy plan is to be 
the winner or achiever, of the goal(s) that you, as an individual or company, 
have set. 
 
1.5.8 Competitive Advantage 
According to Grant (1998:174) competitive advantage is when competitors, two 
or more firms, that compete within the same market, where one firm possesses 
a competitive advantage over its rivals when it earns a persistently higher rate 
of profit. It is even possible to have the potential to earn a persistently higher 
rate of profit. Although the competitive advantage may not be revealed in higher 
profitability; a firm may trade current profit for investment in market share or 
technology, or a firm may relinquish profits in the interest of customer 
satisfaction,  employee benefits or executive perks. 
 
For the purpose of this study competitive advantage will be defined as the 
process of acquiring or increasing market share. The effect of trading current 
profit for market share may be the opportune avenue to pursue.  
 
1.5.9 First Mover Advantage 
The goal of first mover advantage is that the initial occupant of a strategic 
position or niche gains access, or acquires, to resources and strategic, 
essential, capabilities that a follower cannot match (Grant 1998:184). The first 
mover in the current market situation will enable that mover to obtain controlling, 
if not complete, market share. 
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1.6 IMPORTANCE OF THE RESEARCH 
The flat panel market in South Africa is almost saturated and is serviced by the 
said five companies. The implication is that there is limited or no growth left in 
South Africa. Bison’s MDF plant is almost, if not already, beyond economic 
lifespan. Novobord’s White River plant has the ability to produce either P/B or 
MDF. Novobord manufactures MDF on request only, whilst Bison is 
manufacturing continuously. 
 
This must be seen in the light of Sonae SGPS establishing themselves in South 
Africa by establishing a P/B manufacturing plant at Panbult, in the Ermelo / Piet 
Retief  area. Thus creating a opportunity for them to acquire Novobord from 
Sappi Pty Ltd and thereby increasing their foothold in South Africa. The Sonae 
Industria plant at Panbult created extra or even excess capacity, particle board, 
in the flat panel market. The implication for both Bison or Novobord is as 
follows: 
• Bison – Replace their current MDF press by a high output  press, for 
economies of scale production, and thereby obtain all of the MDF market 
share in SA. Consequently forcing Novobord to manufacture P/B only, which 
could be in the declining phase on the product life cycle. 
• Novobord -  Change White River plant to manufacture MDF continuously 
and thereby obtain and control the MDF market or manufacture P/B, at 
White River, and install a high output press for MDF and control both the 
MDF and P/B market. 
 
The significance of the research lies in the analysis and evaluation of the 
current and future market requirements and manufacturing capacity. Analysis of 
the European Union (EU), North American Free Trade Association (NAFTA) 
and the Asian-Pacific markets, will give an indication of the world trend towards 
MDF or P/B. This trend will be used to predict a possible trend in SA. The trend 
will be linked to the product life cycle of both MDF and P/B. Product life cycle 
evaluation will be an indication of which product can sustain future growth in the 
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next 20 years to enable the first mover to repay the economic outlay for the 
taken decision. 
 
The first mover advantage will have a significant impact on the future lifespan of 
both these two companies. Hill (2003:157) is of the opinion that first movers are 
able to acquire economies of scale and experience curve, with the effect that 
early entrants in an industry may get a lock in that market and thereby 
discourages subsequent entry. First movers’ ability to benefit from increasing 
returns will create a barrier to entry. The effect of being first mover will be in 
controlling market share and, most probably, future economic growth in an 
environment with little or no competition. 
 
 
1.7 RESEARCH DESIGN 
In this section the methodology followed in the research project is described.  
Performing the research the subsequent procedure was espoused to solve the 
main problem as well as the sub-problems. 
 
1.7.1 Literature Study 
A literature study was performed to identify key factors leading to successes in 
strategic decisions that could be beneficial in reaching a conclusion whether to 
increase the manufacturing capacity or to retain the status quo. These key 
factors were compared to the current situation as well as the estimated market 
growth or the possible transformation of market requirements. Literature was 
gathered from the libraries of the Port Elizabeth Technikon, George Municipality 
and the Internet.  
 
In order to help resolve the main problem, sub-problems were developed and 
addressed in various chapters of this study. Each sub-problem is stated below 
together with the chapter that attempts to resolve it. 
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What is the current manufacturing capacity for MDF in SA? Chapter Two 
addresses this sub-problem by providing an overview of the flat panel market in 
SA. Analysing and evaluating both PG Bison and Sonae Novobord’s production 
capacities and capabilities by means of a strategic analysis comparison. 
 
What are the current requirements for locally produced MDF? Chapter 
Three addresses this sub-problem by providing an overview of the overseas’ flat 
panel markets and market trends. This overview will provide the necessary 
guidelines of possible future growth of either MDF or P/B in SA. Matching these 
products to a stage in the product life cycle will assist in future growth 
estimation. Linked to possible future growth is the current production capacity of 
PG Bison and Sonae Novobord. 
 
What method(s) can be used to analyse the potential growth of the MDF 
market? Chapter Five will address this sub-problem by analysing the 
questionnaires sent to the customer and extrapolate the results statistically to 
obtain a meaningful forecast of possible growth in the MDF market. 
 
1.7.2 Empirical Study 
The empirical study consisted of the following: 
a.) A survey was carried out in the delimited customer area to determine 
current and expected growth of either MDF or P/B or both; 
b.) The measuring instrument used in the survey was a comprehensive 
questionnaire developed by the researcher in order to determine current 
market share and possible market growth, for either MDF or P/B or both. 
c.) The population comprised of procurement and managerial staff working 
in the top ten customers of Sonae Novobord. These customers represent 
approximately 60 % of Sonae Novobord’s sales in the current market 
segments of Merchants or End Users. 
d.) Interviews - Personal as well as telephonic interviews has been 
conducted with selected employees of Sonae Novobord. A cryptic 
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summary of these interviews will be represented as needed. The aim of 
these interviews will be to assist in determining what knowledgeable 
people believe are the requirements or strategy for the MDF market in 
SA. 
e.) Databases - Professional researchers’ and / or certain statistical 
databases administered by governmental agencies will be accessed to 
obtain available data of industry trends. These trends will be used as a 
guideline for the strategy development process. 
 
The empirical study assisted in resolving the following sub-problem: 
What do knowledgeable people believe are the requirements for MDF in 
SA?  
 
1.7.3 The development of a strategy 
Integration of the findings of the literature survey and the results of the empirical 
study to formulate a strategy for the increase in market share will be used to 
address the final sub-problem: 
What manufacturing strategy could be used to increase market share?   
 
 
1.8 OUTLINE OF THESIS 
The research has been planned to include the following chapters: 
Chapter 1 contains the problem statement and definition of key terms. 
Chapter 2 compromises a literature study of strategic analysis and the 
comparison of the two companies in question.  
Chapter 3 uses overseas trends in the flat panel market to predict a possible 
market trend in SA. 
Chapter 4 contains the design of the empirical study and discusses independent 
variables. 
Chapter 5 contains the results of the empirical survey relating to current 
requirements and extrapolated results to predict possible growth. 
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Chapter 6 integrates the findings of the literature survey and the empirical 
survey to formulate a strategy for the increase in market share. 
Chapter 7 reaches conclusions and recommendations as to the method of 
implementation of the strategy proposed in Chapter 6. 
 
 
1.9 SUMMARY 
In this chapter the importance of the research project was set out. As the thesis 
progresses it will become evident that the current market capacity has reached 
a stage where the first mover will have an advantage above his competitor(s) in 
securing long term profits.  In an attempt to resolve the main sub problems were 
identified and the study was demarcated to a specific are to make it 
manageable and focused. 
 
In addition, key terms were defined in order to give the reader an understanding 
of these in context of the study. Finally, a proposed outline of the methodology 
used in resolving the main and sub-problems, together with a list of chapter 
contents has been set out in order to give the reader insight into the process 
followed in writing up the study. In Chapter Two literature study of strategic 
analysis and the comparison of the two companies in question will be 
discussed.   
Chapter 2 - Current MDF Manufacturing Capacity in SA 
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Chapter 2 
 
Current MDF Manufacturing Capacity in South Africa 
 
2 INTRODUCTION 
The original manufacturers of press equipment as well as certain individual 
surveying companies are more than willing to assist in determining current 
manufacturing capacities. There is a draw back in using this method of 
determining capacities in that it only reflects the original design capacities and 
not necessarily the current actual figures. An additional guideline would be to 
use the last year’s actual sales in the flat panel industry in conjunction with the 
design capacities to determine total available capacity. Melnyck & Denzler 
(1996:716) are of the opinion that a firm’s continuous process for capacity 
planning should involve routine and system wide reviews of the performance of 
all facilities. The obtained information should facilitate a long-term strategic 
perspective for decisions to add or subtract capacity.  The capacity analysis 
would be of the whole market because the consumer market is currently 
restricted to SA and its neighbouring countries. 
 
This chapter addresses the following sub-problem: What is the current 
manufacturing capacity for MDF in SA?  Analysing and evaluating both PG 
Bison and Sonae Novobord’s production capacities and capabilities by means 
of a strategic analysis comparison, this chapter will address the question raised 
by the sub-problem. An environmental framework is used for analysing the 
capacities or capabilities of any organisation or cluster of organisations. 
 
 
2.1 ENVIRONMENTAL ANALYSIS 
A fair number of models for environmental influences can be used for this 
analysis. To lay the foundation for clarity, it is required to identify and name the 
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different layers in an organisation. Johnson and Scholes (2002:98) view the 
layers in the business environment according to the following model: 
FIGURE 2.1 – LAYERS OF THE BUSINESS ENVIRONMENT 
 
 
 
 
 
 
 
 
 
 
Source: Johnson and Scholes (2002:98) 
 
Figure 2.1 displays the interaction between the different layers of a business 
environment. The effect of changes in the outer ring is more prominent on the 
inner ring than what the effect from the inner ring is on the outer rings. The 
sphere of influence and exposure from the outer ring is bigger than that of the 
inner ring(s). The number of players in outer rings is more than the number of 
players in the inner rings. The outer ring represents not just a country but also 
the global market and conditions. Therefore before a meaningful strategic 
decision for a specific company can be taken it is imperative that the Macro 
Environment is analysed. Whether it is the country or the global market is 
irrelevant as long as the factors influencing that sphere are identified and 
analysed. Thereafter the focus would shift to the Industry or Sector and all the 
relevant factors or influences identified and analysed. 
Factors found in the Industry or sector is called organisational fields and would 
represent a community of organisations that interact more frequently with one 
another than with those outside the field. These factors are more generic and 
The Macro - environment 
Organisational field 
Industry or Sector 
Strategic 
Markets 
The 
Organisation 
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specific to the industry for example the availability of urea formaldehyde resin in 
the flat panel industry. 
 
The layer closest to the industry is the strategic market. A definition of strategic 
markets would be: The grouping of similar customers or groups of customers 
and users with common interests or strategic characteristics (Johnson and 
Scholes; 2002:122).  
 
In the centre of this diagram is the organisation that will have to respond to 
environmental changes if the plan is to survive an ever changing global 
environment. 
 
Evaluating the business environment the following must be taken into 
consideration: 
• The most commonly used framework for environmental analysis in the 
macro environmental business layer is called PESTEL. This framework 
looks at the influence and future trends in the political, economic, social, 
technological, environmental and legal (PESTEL) environments on 
organisations.  
• The layer called Industry or Sector. This sector represents companies that 
produce the same products or services. The competitive dynamics within an 
industry is extremely fluid and forever changing. To be able to understand 
these cross-functional influences a five forces framework and the concept of 
hyper-competition are used for analysis. 
• Within the majority of industries there are organisations with different 
characteristics and competing on different bases. For ease of understanding 
these intermediate layers between industry and the individual organisation, 
the term strategic group is used. These organisations are similar in 
characteristics but significantly different from those that is represented in 
other strategic groups. These groups are linked to other organisations by 
means of organisational fields. A strategic group’s analysis is closely linked 
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to that of the industry. Analysing a sector and a business would then cover 
the strategic group. 
• Organisations can / are evaluated by means of market segmentation, 
customer values and product life cycles. 
• A Strengths, Weaknesses, Opportunities and Threats, SWOT, analysis is 
normally done in conjunction with the PESTEL and five forces model.  
 
An analysis of the business environment will assist in developing a holistic 
overview of the current and future demand of MDF in the SA market. As 
previously stated a PESTEL framework will be used to analyse the macro 
business environment. 
 
2.1.1 Macro Environment – The PESTEL Framework 
The PESTEL framework for analysing macro-environmental influences is not an 
exhaustive list but provides an acceptable basis for analysis. Some of these 
factors may be generic to a country or an industry but they are normally unique 
to a sector. Johnson and Scholes (2002:102) view the PESTEL framework in a 
table format. 
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FIGURE 2.2 – PESTEL FRAMEWORK 
Political 
• Government Stability 
• Taxation policy 
• Foreign Trade regulations 
• Social welfare policies 
Economic Factors 
• Business Cycles 
• GNP trends 
• Interest rates 
• Money Supply 
• Inflation Unemployment 
• Disposable income Socio - cultural factors 
• Population demographics 
• Income distribution 
• Social mobility 
• Lifestyle changes 
• Attitudes to work and leisure 
• Consumerism 
• Levels of education 
 
Technological 
• Government spending on research 
• Government and Industry focus on 
technological effort 
• New discoveries / development 
• Speed of technology transfer 
• Rates of obsolescence 
Environmental 
• Environmental protection laws 
• Waste disposal 
• Energy consumption 
Legal 
• Monopolies legislation 
• Employment law 
• Health and safety 
• Product safety 
Source: Johnson and Scholes (2002:102) 
 
The influence of the factors mentioned in Figure 2.2, above, is directly linked to 
the strategic route a company is going to follow to be competitive and 
successful. The effect of these factors can also have a direct impact on the 
bottom line of a company without creating any added value to their process or 
business principles. The PESTEL analysis of the two main competitors, PG 
Bison and Sonae Novobord, in the MDF and P/B markets are done in a table 
format. 
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FIGURE 2.3 – PESTEL FRAMEWORK APPLIED TO COMPANIES 
PG BISON SONAE NOVOBORD 
POLITICAL 
1. Government Taxation Policy 
• No obvious tax exemption or 
gratification 
• Tax “Holiday” due to foreign trade 
investment in the form of the factory 
established at Panbult. 
2. Social Welfare Policies 
• Aids Awareness Campaign – 
Publicly driven in the local 
settlements close to manufacturing 
units.  
• Synergies with their core businesses 
are vital, therefore the sponsoring of 
the biennial PG Bison Student 
Design Award in the architectural 
and design industries. 
(http://www.pgbison.co.za) 
• No public evidence of any social 
welfare policies. 
ECONOMICAL 
• Economical Trends are common for both these companies and will be 
discussed in Chapter 3. 
 
From Figure 2.3 it is evident that Sonae has the advantage in one of their plants 
due to the “Tax Holiday” and that they would exploit this advantage to its 
maximum. The social welfare advantage that PG Bison has will create an effect 
of brand loyalty by the broader consumer public due to the more apparent 
public developing attitude of PG Bison’s management. Fortunately for Sonae 
Novobord the broader consumer is not aware of this “tax holiday” because it 
could be seen as consumer exploitation by not passing on some of this 
monetary benefit. 
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FIGURE 2.4 – PESTEL FRAMEWORK APPLIED TO COMPANIES 
CONTINUED 
PG BISON SONAE NOVOBORD 
SOCIO – CULTURAL 
1. Population Demographics 
• Driven by Governmental legislation 
in the form of the Employment 
Equity act 
 
• Driven by Governmental legislation 
in the form of the Employment 
Equity act 
2. Levels of Education 
• Education of Staff and their children 
support by an Internal Study 
Assistance Scheme. 
• After completion of studies - As far 
as possible children of current / 
retired personnel gets preference 
when vacancies arise.  
• Employees devote their personal 
time to lecture at various 
educational institutions nationwide 
 PG Bison is the primary sponsor of 
the Under 15 Cricket week. 
• The Assegai Development trust 
established to relieve economic 
stresses experienced by the 
previously disadvantaged 
communities in and around Piet 
Retief. (company leaflet 2000 and 
http: www.pgbison.co.za) 
• Education of Staff supported by an 
Internal Study Assistance Scheme. 
• No evidence of preferential 
treatment for staff family members. 
Rather discouragement of 
employing family members. (F de V 
Arnoldi, Factory Manager, Sonae 
Novobord George Factory, 
personal communication, 2003) 
 
 
Any social – political activities, as described in Figure 2.4, should be done with 
the intent of serving the community and not by creating an image of caring. PG 
Bison does have the advantage of the loyalty of the respective affected 
communities when compared to that of Sonae Novobord. 
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FIGURE 2.5 – PESTEL FRAMEWORK APPLIED TO COMPANIES 
CONTINUED. 
PG BISON SONAE NOVOBORD 
TECHNOLOGICAL 
1. Equipment 
• Current board presses installed late 
1950 to 1960. 
• All presses either single- or multi-
daylight presses. 
• Own Resin supplier (joint venture 
with ACM Wood chemicals) 
• Medium size Research and 
Development (R & D) department. 
• The only continuous press in Africa 
installed late 1989. Currently 
outdated when compared to world 
standards but still “new” in Africa. 
• Other presses - single daylight 
presses. Old technology but newer 
equipment than opposition. 
• Resin supplier – Autonomous 
contractor with short to medium -term 
agreement. 
• Small R & D department 
Source: K Obbes, Market Researcher, Sonae Novobord Head Office, 
Johannesburg, personal communication, 2003. 
 
Figure 2.5 shows that Sonae Novobord has the advantage of newer equipment 
with subsequent lower production costs. A drawback for Sonae Novobord is the 
advantage of PG Bison’s own resin supplier. Sonae can combat this, by 
creating a strategic alliance with their resin supplier; which is in turn a joint 
venture with Georgia Pacific (GP) of United Stated of America (USA). Georgia 
Pacific is a well known resin and board manufacturer in USA with an enormous 
R&D section. ACM wood chemicals international is currently having huge 
financial difficulties which could have an impact on the availability of resin 
technology for ACM South Africa. The R&D department of PG Bison is 
focussing on product application, whilst that of Sonae Novobord is focussing on 
cost reduction and increase of output. 
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FIGURE 2.6 – PESTEL FRAMEWORK APPLIED TO COMPANIES 
CONTINUED. 
PG BISON SONAE NOVOBORD 
ENVIRONMENTAL 
1. Environmental Laws 
• No public indication of being ISO 14000 
listed. 
• Operates on a system driven by the 
Executive Director and the Risk 
Management Team to ensure that their 
factories are “green” during their 
manufacturing stages.  
• The factories must comply with the 
necessary legal requirements during 
their manufacturing processes. 
(http://www pgbison.co.za) 
• ISO 14000 listed – Environmental 
responsible manufacturer. 
• Complies with external, legislation, and 
internal requirements for all the 
manufacturing processes. 
• Driven by the Industrial manager, 
assisted by the respective factory 
managers.  
(Arnoldi, personal communication, 
2003) 
 
Figure 2.6 shows that neither company achieves an advantage over the other 
company. Both appear to be environmentally responsible manufacturers. 
Internationally the ISO 14000 certification is more readily accepted as the 
required norm for environmental responsible manufacturing. It could be 
beneficial for PG Bison to obtain this certification only if they were planning to 
export to overseas markets. Sonae’s compliance to this code is driven by their 
international mother company’s public image. 
 
FIGURE 2.7 – PESTEL FRAMEWORK APPLIED TO COMPANIES 
CONTINUED 
PG BISON SONAE NOVOBORD 
LEGAL 
1. Statutory Legal Requirements 
• Complies to the Basic Conditions of 
Employment Act 
• Complies to the Health and Safety Act 
• Safety meets the NOSA standard of 
safety requirements. 
• Product complies to SABS code of 
quality 
• Complies to the Basic Conditions of 
Employment Act 
• Complies to the Health and Safety Act 
• Safety is managed by a CAP Risk 
management system. 
• Company ISO 9000 listed for Quality 
production control. 
(http: www.pgbison.co.za) (Arnoldi, 2003) 
  
Figure 2.7 indicates that legal requirements are met by both companies without 
giving either an advantage. PG Bison’s Stellenbosch plant is situated close to a 
residential area and is therefore constantly harassed to be relocated or shut 
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down. Sooner or later the Local Municipality will force them to execute either of 
their options. 
 
2.1.2 Industry or Sector – The Five Forces Model 
The product manufactured in this industry or sector is a commodity type 
product. That means a series of products without huge product diversification. 
According to Melnyk and Denzler (1996:587), highly standardised commodity 
goods employ extremely efficient continuous - flow process to produce such 
output. This means that continuous flow processes usually produce streams of 
undifferentiated materials.  Commodity products can be manufactured on a 
batch system combined with the continuous flow process. It is easier for stock 
control and marketing.   
 
An industry is a group of organisations that produce the same principle product. 
(Johnson and Scholes; 2002:110). The industry or sector is analysed by means 
of the five forces model also called the competitive forces model. This model is 
used to determine and describe the number and type of external influences, 
specifically concentrating on threats and opportunities, which affect an 
organisation’s strategy and inherent or acquired ability to compete. A firm’s 
ability to deal with customers, suppliers, substitute products and services, and 
new entrants to its markets, which in turn may change the balance of power 
between a firm and the competitors in the industry, is known as acquiring or 
creating competitive advantage. A graphic display of the interactions between 
these forces is given in Figure 2.8. 
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FIGURE 2.8 – COMPETITIVE FORCES MODEL 
 
 
 
 
 
 
 
 
 
 
 
Source: Laudon and Laudon (2002:94) 
 
The Competitive Forces Model as reflected in Figure 2.8, shows that the 
industry is generic to the four competitive organisations. For clarity purpose in 
this study the assumption is made that all four these organisations deliver the 
same goods or service to their respective customers. Thus all four these 
organisations are exposed to the same threats from: 
• New market entrants - new players in the current market. 
• Threat of substitute products – the availability of substitute products places 
an upper limit price on an industry’s products (Miller; 1998:81). 
• Bargaining power of customers – buyers can exert bargaining power over a 
supplier’s industry by forcing its prices down (Miller; 1998:80). 
• Bargaining power of suppliers – they can increase their prices by lower the 
quality of goods or services they render (Miller; 1998:79). 
 
All these factors are not unique to an industry or an industry cluster but only 
vary in identifying sources. However the principles are the same for every 
business in whatever sector of the economy. 
Suppliers Customers 
Substitute products 
and services 
New Market 
entrants 
INDUSTRY 
Industry 1 Industry 2 
Industry 3 Industry 4 
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According to Grant (1998:58) the abovementioned information can also be 
portrayed in a table format, Figure 2.9, for clarification purposes the detail per 
subheading is more elaborate than in Figure 2.8. 
 
FIGURE 2.9 – THE STRUCTURAL DETERMINANTS OF COMPETITION AND 
PROFITABILITY WITHIN THE PORTER FRAMEWORK. 
SUPPLIER POWER 
Factors determining power of Suppliers relative to producers; same as those determining power of 
producers relative to buyers – see “Buyer Power” box 
 
THREAT of ENTRY INDUSTRY RIVALRY 
 THREAT of 
SUBSTITUTES 
• Economies of 
Scale 
• Absolute cost 
advantages 
• Capital 
Requirements 
• Product 
differentiation 
• Access to 
distribution 
channels 
• Government and 
legal barriers 
• Retaliation by 
established 
producers. 
 
• Concentration 
• Diversity of competitors 
• Product differentiation 
• Excess capacity and exit 
barriers. 
• Cost Conditions 
 • Buyer propensity to 
substitute 
• Relative price 
performance of 
substitutes 
 
BUYER POWER 
 
Price Sensitivity 
• Cost of product relative to total cost 
• Product differentiation 
• Competition between buyers. 
Bargaining Power 
• Size and concentration of buyer relative to 
suppliers 
• Buyer’s switching cost 
• Buyers ability to backward integration 
Figure 2.8 and Figure 2.9 do have commonalities in the headings and 
subheadings.  However, Figure 2.9 is far more descriptive than Figure 2.8. 
Neither figure is wrong; the opposite is actually true and applicable they rather 
compliment each other. It will be beneficial to use a combination of both these 
figures in discussions. 
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The reason for a competitive forces analysis is to determine the influences on 
an industry or a sector and to adapt to these influences to be a competitive firm. 
Analysing a firm by means of the five forces will give a clear indication of where 
the firm lies on a scale of from best to worst competitor, when compared to their 
major competitor. 
 
2.1.2.1 Threat of Entry 
Comparing established firms or businesses and new entrants, in most 
industries, indicates that new entrants cannot enter on equal terms with 
established firms. The size of the advantage of established over entrant firm (in 
terms of unit costs) measures the height of barriers to entry (Grant 1998:59). 
Depending on the location of the firm(s), barriers of entry can be universal. 
These barriers of entry are measured or analysed in the sub – categories as 
displayed in Figure 2.9. Johnson and Scholes (2002;113) are of the opinion that 
barriers to entry are factors that must be overcome by new entrants, if they want 
to compete successfully with current manufacturers. 
 
 
 
 
 
FIGURE 2.10 – THREAT OF ENTRY APPLIED TO COMPANIES 
PG BISON SONAE NOVOBORD 
THREAT OF ENTRY 
1. Economies of Scale 
• Old equipment – low economy of scale 
– due to no / little depreciation. 
• Old equipment limited scope for 
expansion / increase in capacity due to 
law of diminishing returns. 
• Excess capacity in the world – 
possibility of dumping exists.  
• Newer equipment – higher economy of 
scale but unit cost decreases with 
increase in production. 
• Newer equipment better quality product 
capability but currently matched to 
customer requirements. 
• Excess capacity worldwide – possibility 
of dumping exists.(UNECE/FAO, 2002:3) 
 
2. Absolute cost advantage 
• Older equipment – depreciation 
concluded.  
• Newer equipment – recent acquiring 
increased amortisation. 
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• High maintenance cost – old equipment 
spare parts not readily available must 
be specially manufactured. 
• Old technology labour intensive. 
• Technological advanced equipment – 
certain items high maintenance cost – 
exchange rate sensitive. 
• New technology, less labour intensive. 
3. Capital Requirements 
• Huge – must replace whole plants or 
sections thereof at exuberant exchange 
rates. Current plant replacement 
estimated at ± R500 million. (Arnoldi, 
2003) 
• Training or Skills acquirement will be 
huge because of completely new 
technology and manner of operation. 
• Startup period will be costly – 
experience curve of staff very steep. 
• Huge – must replace a whole plant or 
can expand on one of their current plants 
at an estimated cost of R200 million. 
(Arnoldi, 2003) 
• Training or skills acquirement will be 
minimal because of current staff’s 
experience curve. 
• Startup will be not as costly when 
compared to that of the opposition – 
when using staff’s continuous pressing 
experience curve as baseline for 
comparison. 
 
Based on threat of entry, illustrated in Figure 2.10, PG Bison is more 
susceptible for substitution than Sonae Novobord. However, the brand loyal 
customers may be influenced by lower cost for same quality products. The 
influence thereof will not be restricted to a specific company. If PG Bison wants 
to replace capacity or install excess capacity their experience curve will be very 
costly unless they acquire the necessary skills from the opposition or import it at 
huge cost. If Sonae Novobord wants to replace or increase capacity their 
experience curve will be far less costly. The replacement or increase in capacity 
will have financial impacts on both companies. Threat of new market entry must 
also be applied to product differentiation. 
 
FIGURE 2.11 – THREAT OF ENTRY APPLIED TO COMPANIES 
CONTINUED. 
PG BISON SONAE NOVOBORD 
4. Product Differentiation 
• MDF press at Boksburg equipped 
with Radio Frequency heating 
assists in product differentiation for 
example 32 mm thick product. 
(Maboka, 2003) 
• PB is equal to that of opposition 
except the surface when compared 
to that of White River’s press. 
• New world wide equipment with 
• MDF press at White River capable of 
manufacturing thin, 3mm thick, MDF 
product.  
• Can manufacture 32 mm product but 
not the same quality. 
• PB from White River press has 
superior surface quality when 
compared to other presses from 
either the opposition or own.  
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better quality product serious threat. • New world wide equipment with 
better quality product serious threat. 
• Importing product is exchange rate 
sensitive. 
• High cost for establishing new plants 
in SA if no Tax holiday is granted.  
(MS Maboka, Group Technical 
Manager, Sonae Novobord, 
Johannesburg, personal 
communication, 2003) 
 
The only product of PG Bison that supersedes that of Sonae is the 32 mm mdf 
due to the nature of manufacturing and Sonae’s lack of experience in 
manufacturing this specific product. Sonae’s P/B from White River is considered 
to be the best P/B in SA – provided it is manufactured to specification. 
 
FIGURE 2.12 – THREAT OF ENTRY APPLIED TO COMPANIES 
CONTINUED. 
PG BISON SONAE NOVOBORD 
5. Access to Distribution Channels 
• All the plants are situated in such a 
manner that there is easy access. An 
additional benefit is the whole of 
South Africa can be supplied with 
minimal stock movement. (Arnoldi, 
personal communication, 2003). 
• Raw material resources restrict the 
areas of establishing new plants. 
• All the plants are situated in such a 
manner that there is easy access. An 
additional benefit is the whole of 
South Africa can be supplied with 
minimal stock movement. (Arnoldi, 
personal communication, 2003). 
• Raw material resources restrict the 
areas of establishing new plants. 
6. Government and Legal Barriers 
• Government is open for Foreign 
Direct Investments, FDI, and will grant 
tax concessions or “tax holidays” for 
these investors. 
• Government is open for Foreign 
Direct Investments and will grant tax 
concessions or “tax holidays” for 
these investors. The Panbult plant is 
an example of such FDI. 
 
The availability and location of the single most used raw material, namely 
timber, is or can be the contributing / deciding factor for the location of a plant. 
Subsequently the distribution channel(s) is second most important but due to 
the current network of public roads and a highly competitive road haulage 
market distribution is not a factor for location decisions. Government’s 
preference for location of a manufacturing process tends to be close to an area 
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of middle to high unemployment. Which can be anywhere in SA with its 
unemployment of 44% (http://www.statssa.gov.za./2003). 
 
FIGURE 2.13 – THREAT OF ENTRY APPLIED TO COMPANIES 
CONTINUED. 
PG BISON SONAE NOVOBORD 
7. Retaliation by Established Producers 
• Huge brand loyalty due to forward 
integration by establishing own 
distribution outlets, Timbercity, and 
Penny Pinchers builders merchant 
stores. (http:// www.pgbison.co.za.) 
• 37% share ownership by Steinhoff is an 
example of backward integration 
ensuring sufficient raw material supplies 
to furniture manufacturers. 
(http://www.pgbison.co.za) 
• Owns no outlets. Only strategic alliances 
with selected franchisees.  
• Still a percentage of the furniture market 
is price driven. Therefore if local 
customers cannot supply at a competitive 
rate, the end-user will import their own 
board supply at a very competitive price. 
It is exchange rate sensitive, (Maboka, 
personal communication, 2003.) 
 
Local manufaturing is restricted to three manufacturers but the market or users 
are vast and would purchase any product from the overseas market if it is lower 
priced than what the SA manufaturer can supply. According to Figure 2.13, the 
local manufaturers can retaliate in conditions where the rand is depreciated 
when compared to the dollar but not in an inverse rand dollar situation. 
Steinhoff, wich is the biggest single furniture manufacturer in SA whith huge 
overseas markets and suppliers, has had the foresight to backward intergrate 
and to ensure that the majority of their furniture manufacturers are supplied by 
PG Bison irrespective of cheaper products being available.  Imports of particle 
board and mdf or related products for the period of January to December 2002 
has been ± R83 300 000 and for he period January to July 2003 it has been ± R 
59 700 000, (Van der Walt:2003).  If the 2003 figure is extrapolated on a straight 
line function the total for 2003 would be ± R102 300 000. An increase of 24%. A 
huge decrease in the locally manufacturer’s market share.  
 
2.1.2.2 Industry Rivalry 
“For most industries, the major determinant of the overall state of the 
competition and the general level of profitability is competition among the firms 
Chapter 3 - Current Requirements for Locally Produced MDF  
 
 
 
 
32 
within the industry….In others, price competition is muted and rivalry focuses on 
advertising, innovation, and other non – price dimensions” (Grant 1998:59). 
Sub – categories of Industry Rvialry are: 
• Concentration – Seller concentration refers to the number and size – 
distribution of firms competing within a market (Grant 1998:60). 
• Diversity of Competitors – The ability of firms in an industry to avoid price 
competition also depends on their similarities in terms of  origins, objectives, 
costs, and strategies (Grant 1998:62). 
• Product Differentiation – The more similar the offerings among rival firms, 
the more willing customers are to substitute and the greater the incentive for 
firms to cut prices to increase sales (Grant 1998 : 62). 
• Excess Capacity and Exit Barriers – Unused capacity encourages firms to 
offers price cuts to attract new business in order to spread fixed costs over a 
greater sales volume. Barriers to exit are costs associated with capacity 
leaving and industry (Grant 1998:62). 
 
FIGURE 2.14 – INDUSTRY RIVALRY APPLIED TO COMPANIES 
PG BISON SONAE NOVOBORD 
INDUSTRY RIVALRY 
1. Concentration 
• MDF - 58 % of SA market. 
• PB  - 47 % of SA market 
(Obbes, personal communication, 2003) 
• MDF - 37 % of SA market 
• PB - 45 % of SA market 
(Obbes, personal communication, 2003) 
 
The above mentioned figures are based on sales in 2002. Figure 2.14 reveals 
that PG Bison has the bigger share in the market. However, looking at the 
increase in imported products the local market share for both these 
manufacturers has decreased. 
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FIGURE 2.15 – INDUSTRY RIVALRY APPLIED TO COMPANIES 
CONTINUED 
PG BISON SONAE NOVOBORD 
2. Diversity of Competitors 
• Raw board manufacturing at: 
o Piet Retief (PB) 
o Pietermaritzburg (PB) 
o Stellenbosch (PB) 
o Boksburg (MDF) 
• Upgrading (Primary Value adding) 
facilities at: 
o Alrode 
o Boksburg 
o Stellenbosch 
o Pietermaritzburg  
(http://www.pgbison.co.za) 
• Raw board manufacturing at: 
o White River (PB or MDF) 
o Panbult (PB) 
o George (PB) 
 
• Upgrading (Primary Value adding) 
facilities at all the above-mentioned 
plants. (Arnoldi, personal communication, 
2003) 
 
3. Product Differentiation 
• MDF press at Boksburg equipped with 
Radio Frequency heating assists in 
product differentiation for example 32 
mm thick product.  
• PB is equal to that of opposition except 
the surface when compared to that of 
White River’s press. 
• New world wide equipment with better 
quality product poses serious threat. 
(Maboka, personal communication, 
2003). 
• MDF press at White River capable of 
manufacturing thin, 3mm thick, MDF 
product.  
• Can manufacture 32 mm product but not 
to the same quality as PGBison. 
• PB from White River press has superior 
surface quality when compared to other 
presses from either the opposition or 
own. (Maboka, personal communication, 
2003). 
4. Excess Capacity and Exit Barriers 
• 4 % excess P/B capacity; 
• 12.5% excess MDF capacity (Obbes, 
personal communication, 2003) 
• Exit barrier – limited to amortisation of 
resin plant equipment and staff 
severage packages. (Maboka, personal 
communication, 2003) 
• 37% excess P/B capacity. Note then 
there is no MDF production at White 
River 
• 15 % excess MDF capacity. Note then 
there is no P/B production at White River 
(Obbes, 2003) 
• Exit barrier – limited to amortisation of 
equipment and staff severage packages. 
(Maboka, personal communication, 2003) 
 
Analysing Figure 2.15 shows that the products of these companies are on par 
but for two exceptions: 
• Sonae Novobrd’s ability to manufacture 3 mm MDF a product that PG 
Bison cannot manufacture; 
• PG Bison’s ability to manufacture 32mm MDF. 
The biggest threat is from overseas companies with newer technology and 
better economy if scale that can match or beat both these companies’ quality. 
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Exit barriers limited to – PG bison resin plant which was a huge investment in 
late 1998 / 1999 and the amortisation thereof will be a financial burden on the 
company. Sonae’s exit barrier is limited to the amortisation of the fairly new 
Panbult plant and staff severage packages. Both companies have excess 
capacity and could use that for economies of scale production but it would have 
a negative effect in the market with the subsequent catalisation of a possible 
price war. Which is not conducive for obtaining or maintaining market share in a 
volatile market where the threat of overseas suppliers are eminent. 
 
2.1.2.3 Bargaining Power of Buyers 
Bargaining power is defined and based on two sets of factors. These factors are 
equally important in determining the strength of buying power namely: buyers’ 
price sensitivity and relative bargaining power (Grant 1998:63). 
• Buyers’ Price Sensitivity – is an indication of  buyer’s sensitivity to the 
prices charged by the firms in an industry (Grant 1998:63). 
• Relative Bargaining Power – in laymans terms, the refusal or willingness 
to deal with another party. Therefore the bargaining power lies with both 
parties and it depends on the credibility and effectiveness with what each 
party makes this threat (Grant 1998 :64). 
In the two companies, PG Bison and Sonae Novobord, market their customers 
execute these “threats” based on their own financial bottom line requirements.  
In Figure 2.16 the prnciple of buyers’ price sensitivity will be applied to the two 
companies. 
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FIGURE 2.16 – BARGAINING POWERS OF BUYERS APPLIED TO 
COMPANIES 
P G BISON SONAE NOVOBORD 
1. Buyers’ Price Sensitivity 
• Financial year-end is normally in 
February.  
• Company operates on a Quantity 
Discount Price, QPD, and system. This 
creates some build up of stock during 
the first few months of the New Year.  
• Forced brand loyalty due to backward 
and forward integration. Although some 
disloyalty during December as to 
capitalise on opposition’s QPD system. 
•  
• Financial year-end is normally in 
December. That is also the shortest 
trading month in this sector, with most 
probably the third highest turnover for the 
year. 
• Uses the same QPD system only the 
numbers are different. This creates some 
build up of stock during the last few 
months of the year with some carry over 
to the next years that influence that 
year’s sales figures 
• Product sales price increase is normally 
in June after the utilisation of high stock 
figure due to QPD system. 
• Product sales price increase is in March. 
Although very little sales due to end-
users or merchants purchasing 
oppositions product for QPD. After 
depleting the stock purchases will take 
place at new prices. 
 
MDF and P/B are both classified as commodities and are very sensitive to 
buyer’s price sensitivity. The market is profit driven with their only loyalty to 
good quality at the lowest price. If PG Bison and Sonae were the only players in 
the market in other words in an oligopolistic market either one of them could 
have taken the role as price leadership. Price leadership is: a specific company 
makes the necessary price adjustments without fear of starting a price war or 
without overt collusion (Salvatore, 2001:436). Unfortunately the threat of 
imports; the customer’s loyalty to low price and the effect of a strong Rand 
change the South African market into a perfect market conducive to 
monopolistic competition. Monopolistic competition is there are many sellers of 
a differentiated product with the subsequent ease of entry into the market over a 
long period of time (Salvatore, 2001:383). 
 
 
 
 
Chapter 3 - Current Requirements for Locally Produced MDF  
 
 
 
 
36 
FIGURE 2.17 – BARGAINING POWERS OF BUYERS APPLIED TO 
COMPANIES.  
P G BISON SONAE NOVOBORD 
2. Relative Bargaining Power 
• Product quality can jeopardize sales 
volume to buyers. Low quality will 
lead to low turn over. 
• Blatant intermittent purchasing of 
opposition’s product is ensuring 
price competitiveness. 
• Strong rand is conducive for 
importing product from overseas 
countries with excess capacity.  
Financial year-end is normally in 
February.  (Maboka:2003) 
• Product quality can jeopardize sales 
volume to buyers. Low quality will 
lead to low turn over. 
• Blatant intermittent purchasing of 
opposition’s product is ensuring price 
competitiveness. 
• Strong rand is conducive for 
importing product from overseas 
countries with excess capacity. 
(Maboka:2003)   
 
According to Lipsey (1987:142): “…an appreciation of the domestic currency 
causes the domestic prices of traded goods to fall, thereby reducing the quantity 
supplied and increasing the quantity demanded domestically. Therefore, the 
quantity of exports falls and the quantity of imports rises.” Figure 2.17 clearly 
indicates that there is excess capacity and using Lipsey’s theory of demand of 
traded the following statement can be made: That the excess capacity in the 
world linked to an appreciated Rand changes the bargaining power of customer 
to give them the negotiating upperhand.  
 
2.1.2.4 Bargaining Power of Suppliers 
In any industry, the relative power between the producers and their suppliers is 
precisely analogous to that relationship of producers and their buyers, (Grant 
1998:64). 
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FIGURE 2.18 – BARGAINING POWERS OF SUPPLIERS APPLIED TO 
COMPANIES 
P G BISON SONAE NOVOBORD 
1. Supplier’s Price Sensitivity 
• Timber supplies in the same region are 
sold to the highest bidder. It does have 
a negative influence on industry as a 
whole. 
• Resin supply based on a joint venture 
between PG Bison and ACM Wood 
chemicals. Base material of resin is 
Brent Crude oil price and exchange rate 
sensitive. 
• The above-mentioned two items 
equates to 98% of the completed raw 
board. (MS Maboka, personal 
communication, 2003) 
• Timber supplies in the same region are 
sold to the highest bidder. It does have a 
negative influence on industry as a 
whole. 
• Resin supply based on a short to 
medium-term agreement with an 
 autonomous contractor. Base raw 
material of resin is Brent Crude oil price 
and exchange rate sensitive. 
• The above-mentioned two items equates 
to 98% of the completed raw board. (MS 
Maboka, personal communication, 2003) 
 
Timber the biggest single raw material is contested by other uses of the same 
raw material but for other applications such as paper, pulp and even the export 
of wood chips to the East for the manufacture of Rayon; a base-product used in 
the manufacture of viscose a popular garment material. This enables the 
suppliers to determine the price of their products. This huge demand for timber 
creates a suppliers price sensitive market, (Arnoldi, personal communication, 
2003). 
 
2.1.3 Organisations – SWOT Analysis 
According to Grant (1998:12) a common approach is the SWOT framework: 
Strengths, Weaknesses, Opportunities and Threats. This framework 
distinguishes between two features of the internal environment, strengths and 
weaknesses, and two features of the external environment, opportunities and 
threats. Strength would be an internal resource, which would enable an 
organisation to deal effectively with its business environment. An internal 
weakness would leave opportunities poorly accounted for, or not, addressed at 
all. Opportunities and threats exist outside of the organisation in many different 
areas. The environmental opportunities and threats presented in a market are 
the same for all the competitors, the deciding factor that would distinguish 
competitors are their ability to deal with these external factors (Ambrosini, 
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Johson and Scholes, 1998:123). However the SWOT framework is 
handicapped by difficulties in distinguishing strengths from weaknesses and 
opportunities from threats. 
 
The following must be taken into consideration when executing a SWOT 
analysis: 
• Care must be taken that a SWOT analysis does not result in long lists of 
observations, which provide little overall insight or clarity about required 
action.  
• There are no formal mechanisms to ensure that business managers 
challenge their own frames of reference or their organisations paradigm. A 
drawback is that managers can use a SWOT analysis to ride their own 
hobbyhorses.  
• Another possible danger is that managers might conceive of strengths and 
weaknesses in terms of the strategy they aim to implement rather than that 
which currently exists. Therefore it is important that strengths and 
weaknesses are evaluated in terms of current realised strategy rather than 
future intended strategy. 
• Another tendency that exists is that managers see environmental changes 
as threats rather than opportunities. Such negative perceptions of change 
may hamper the identification of opportunities and or future growth 
(Ambrosini et al, 1998:123). 
 
A SWOT analysis is done on the capabilities of a company. These capabilities 
form the basis of any company or organisation. According to Melnyck & Denzler 
(1996:58), capability is the results of four assets managed by the operations 
management system: 
• Processes – Systems, whether formal or informal, that the firm has 
developed for planning and / or controlling all flows of information or 
resources through the firm. 
Chapter 3 - Current Requirements for Locally Produced MDF  
 
 
 
 
39 
• People – This resource includes all people engaged in all activities, including 
their intellectual resources, that involve the transformation process. 
• Information – All of the information that the operations management system 
utilises to build its products, process orders, improve efficiencies. 
• Resources – A generic term that describes all remaining resources that help 
the operations management system to meet schedules, responds to change 
and  to manage day-to-day operations. 
 
FIGURE 2.19 – SWOT ANALYSIS OF THE COMPANIES 
P G BISON SONAE NOVOBORD 
1. STRENGTHS 
• Employee Share Ownership policy 
• Customer Service –price, delivery 
• Product Technical Backup centrally located 
• Joint Venture – Resin supplier 
• 23 own distribution channels via Timbercity 
branches 
• Huge marketing drive via Timbercity 
advertisements. 
• Sponsorship of Under 15 Cricket week. 
• Horizontal diversification – Penny Pincher’s 
18 outlets. 
• Vertical diversification – Steinhoff shares in 
PG Bison – raw material supply for example 
timber from sawmills and plantations. 
• Medium size R&D section focussing on 
product applications. 
• Excellent and user friendly website. 
• Abundant quantity of technical information 
available on website 
 
• Salaried staff with huge experience 
curve in continuous pressing. 
• Customer service – price, delivery, 
sales staff. 
• World class PB quality from White River 
factory. 
• Continuous press – new technology – 
product uniqueness. 
• Strategic alliances with Franchisees for 
product distribution. 
• Support from international giant Sonae 
SGPS (2
nd
 biggest board manufacturer 
in the world). 
• Newer plants than opposition. 
• Employee study schemes. 
• ISO 9000 listed 
• ISO 14 000 listed 
• Risk Management system 
• Flat management structure with lean 
manufacturing staff. (Maboka , 2003) 
• Employee and relatives study scheme. 
• Contingency plan for employing employee’s 
relatives that have made use of study 
scheme. 
• Proven exterior grade product – Bisondura 
• High Pressure laminates – Formica 
products. 
• Huge range of own and allied products, 33 
in total, available. 
• Stable public image – Bison board and / or 
Supawood considered as a trade name. 
• Well-known product name since 1897. 
• Stable senior management team – ensuring 
continuity. 
• New product – Moja range of kitchen 
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cupboards for low cost housing launched 
and maintained. 
• Being pro-active to market trends and 
product requirements or developments. 
• Supporting and sponsoring architectural 
and design awards. 
• Small quantity deliveries to communities via 
outlets. (source: company leaflet 2000 and 
http: www.pgbison.co.za) 
 
Analysing Figure 2.19 shows that Sonae Novobord has fewer “strengths” than 
PG Bison but the market share of Sonae is an indication that they make use of 
their limited number of strengths. If they apply / develop as many “strengths” as 
PG Bison the expectation is that they could obtain the overall leading market 
share. 
 
FIGURE 2.20 – SWOT ANALYSIS OF THE COMPANIES CONTINUED 
P G BISON SONAE NOVOBORD 
2. WEAKNESSES 
• Old equipment – huge maintenance 
cost. 
• Old technology – huge replacement 
costs. 
• Old equipment increase in downtime – 
causing longer product lead times. Even 
an increase in stockholding. 
• Location of Stellenbosch plant – close 
to residential area limits expansion / life 
span. 
• Old equipment – labour intensive 
(Obbes, personal communication, 2003) 
• Frequent name changes due to 
acquisitions – caused no brand name 
stabilisation. 
• Frequent change of Senior Management 
– lack of continuity. 
• No / poor product technical support or 
backup service. 
• Launches product(s) without proper 
market research and or product 
evaluation. 
• Launches and withdraws products almost 
at random. 
• Location of Panbult factory – causes 
huge staff turnover, mostly due to 
distance travelled. 
• No public marketing such as Timbercity 
advertisement. 
• Limited use of the international mother 
company’s expertise. 
• Limited use of the international branches 
spare capacity or products to increase 
local market share. 
• Being re-active to market trends and 
product requirements. 
• Mediocre website and technical 
information for end-users. 
• Huge debt / depreciation commitments 
due to amortisation during acquisition 
(Maboka, personal communication, 2003) 
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If Sonae Novobord develops a system that will eradicate their weaknesses or 
change them into strengths they will increase their market share with leaps and 
bounds. 
 
FIGURE 2.21 – SWOT ANALYSIS OF THE COMPANIES CONTINUED 
P G BISON SONAE NOVOBORD 
3. OPPORTUNITIES 
• Expand on Moja product range 
• Expand with new technology equipment 
to capture majority market share. (First 
mover advantage). 
• Develop a resin system that is not 
exchange rate sensitive. 
• Expand on Architectural design awards 
• Acquire own resin supplier 
• Utilisation of Sonae SPGS subsidiary’s 
products for market share increase. 
• Develop product(s) that can be used in 
the low cost housing or similar projects. 
• Expand with new technology equipment 
to capture majority market share. (First 
mover advantage) 
• Develop a resin system that is not 
exchange rate sensitive. 
• Develop a system for product application 
information or user support system. 
• Establish a system to be the best price 
and quality board supplier in SA by 
importing or manufacturing products to 
suit customers’ needs. 
The opportunities are not similar but PG Bison has used / have taken the 
initiative in the low cost housing market with their Moja product range where as 
Sonae Novobord has none. Both companies are using a resin system that is 
exchange rate sensitive for their raw materials. Alternative systems are 
available but the SA market is not a board application market such as the 
American market for timber frame housing. Therefore the current resination 
system needs development work, to become less exchange rate sensitive. 
 
FIGURE 2.22 – SWOT ANALYSIS OF THE COMPANIES CONTINUED 
P G BISON SONAE NOVOBORD 
4. THREATS 
• Exchange rate fluctuations – negative 
effect on acquiring new equipment. 
• Exchange rate influences on Brent 
crude oil price – impact on resin 
manufacturing. 
• Magna board’s quality improvement – 
making inroads on current customers. 
• Stronger rand, high prices and poor 
customer service causing end users to 
• Exchange rate fluctuations – negative 
effect on acquiring new equipment. 
• Exchange rate influences on Brent crude 
oil price – impact on resin manufacturing. 
• Magna board’s quality improvement – 
making inroads on current customers. 
• Stronger rand, high prices and poor 
customer service causing end users to 
import own product. 
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import own product. 
• Tax exemptions by government for FDI 
– can create opportunities for new 
market players, whether local or 
international is irrelevant. 
• Tax exemptions by government for FDI – 
can create opportunities for new market 
players, whether local or international is 
irrelevant. 
 
The identifying and analysis of the strengths, weaknesses, opportunities and 
weaknesses of the two companies is not enough to determine what the 
capabilities of the companies are. The manufacturing capacities of the 
companies as well as the current market requirements are necessary to make a 
meaningful conclusion whether the current manufacturing capacity is sufficient 
for the current and possible future demand. The completed SWOT analysis will 
be used in determining the way forward and to identify which company could 
benefit the most from possible expansions. The SWOT analysis is no good if I is 
not turned into an action plan that will address these issues and turn them into 
profitable ideas linked to the increase in capacity. 
 
2.2 CURRENT CAPACITIES 
There are three board manufacturers in South Africa, namely: 
• PG Bison; 
• Sonae Novobord; 
• Magna Board, also known as Chipboard Industries. 
 
Although it is not a plant or a manufacturing facility import boards do play a role. 
The importance of that role is governed by the financial “strength” of the SA 
currency. 
 
Imported products and the possible effect thereof will be addressed in the 
market share analysis of these companies. 
 
The original design capacities as reflected in the following set of figures do not 
reflect: 
• Provision for downtime;  
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• Provision for efficiency calculations. In other words the original design 
capacity reflects 100% efficiency. 
 
In the following tables are summaries of each company’s production capacity 
and then a summary for South Africa, to create a holistic overview of capacity 
and demand. 
 
2.2.1 Capacity – PG Bison 
Summary of PG Bison’s raw board capacity for the year 2002 is as follows: 
TABLE 2.1:  PRODUCTION CAPACITY – PG BISON 
Place Product Original Design 
m
3
 
Current Capacity % Over / 
Under 
Piet Retief P Board 103 000 p.a. 100 000 p.a. - 3% 
Pietermaritzburg P Board 136 000 p.a. 157 000 p.a. +15% 
Stellenbosch P Board 68 000 p.a. 58 000 p.a. - 15%. 
Boksburg M D F 80 000 p.a. 70 000 p.a. - 12.5% 
Total 387 000 p.a. 385 000 p.a. -0.5% 
Source (http:www.intermark. 
fsnet.co.uk., 2003) 
(Obbes, personal 
communication, 2003) 
 
Note: The Pietermaritzburg plant was upgraded to produce the current quantity. 
Taking the upgrade into account the maximum capacity is 408 000m3 per 
annum. The total capacity for PG Bison will be taken as 408 000 m3 per annum, 
(328 000 m3 for P/B only), for the purpose of this study. The implication thereof 
is - total spare capacity of 23 000m3 or 5.6% for both total P/B and MDF. 
Splitting this spare capacity into its respective segment the scenario is as 
follows:  
• MDF spare capacity is 10 000 m3 p.a. or 12.5%; 
• P/B spare capacity is 13 000 m3 or 4%. 
 
 
2.2.2 Capacity – SONAE Novobord 
A summary of Sonae Novobord’s raw board capacity for the year 2002 will be 
reflected in a table format. Sonae Novobord’s production capacity is as follows: 
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TABLE 2.2:  PRODUCTION CAPACITY – SONAE NOVOBORD 
Place Product Original Design 
In m
3
 
Current 
Production 
% Over / 
Under 
White River P Board 175 000 p.a. 55 000 p.a. - 69 % 
Panbult P Board 120 000 p.a. 115 000 p.a. - 4.2 % 
George P Board 60 000 p.a. 57 000 p.a. - 5 % 
White River M D F 75 000 p.a. 46 000 p.a. - 39 % 
Total 355 000 or 
255 000 p.a. 
225 000 or 
218 000 p.a. 
- 37% or 
- 15% 
Source (http:www.intermark. 
fsnet.co.uk., 2003) 
(Obbes, personal 
communication, 2003) 
 
Note: White River can manufacture either PB or MDF but not both 
simultaneously. PB or MDF is manufactured according to market requirements. 
The first total figure reflects just PB manufacturing at White River, the second 
total reflects just MDF manufacturing at White River. 
The following two scenarios will help to understand the capacity for either MDF 
market or PB market: 
• Scenario 1: Manufacture no MDF at White River and convert the current 
MDF production to PB equivalent. 
• Scenario 2: Manufacture no PB at White River and convert current PB 
production to MDF equivalent. 
 
The problem with either of these two scenarios is that by not producing a 
specific product creates the opportunity for the opposition to acquire market 
share in that market segment. Sonae Novobord can combat this by importing 
board manufactured by their “sister companies” overseas to utilise some of their 
excess capacity. 
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TABLE 2.3: SCENARIO 1 – PB PRODUCTION CAPACITY – SONAE 
NOVOBORD 
Place Product Original Design 
In m
3
 
Current Production 
2003 
% Over / 
Under 
White River P Board 175 000 p.a. 174 000 p.a. - 1 % 
Panbult P Board 120 000 p.a. 115 000 p.a. - 4.2 % 
George P Board 60 000 p.a. 57 000 p.a. - 5 % 
White River M D F 0 p.a. 0 p.a.  
Total 355 000 p.a. 345 000 p.a. - 3 %  
Source http:www.intermark. 
fsnet.co.uk., 2003 
(Obbes, personal communication 
2003) 
Note: Spare capacity on PB is 10 000 m3 per annum or 3% 
TABLE 2.4: SCENARIO 2 – MDF PRODUCTION CAPACITY – SONAE 
NOVOBORD 
Place Product Original Design 
In m
3
 
Current Production 
2003 
% Over / 
Under 
White River P Board 0 p.a. 0 p.a. 0 % 
Panbult P Board 120 000 p.a. 115 000 p.a. - 4.2 % 
George P Board 60 000 p.a. 57 000 p.a. - 5 % 
White River M D F 75 000 p.a. 66 000 p.a. - 12 % 
Total 255 000 p.a. 238 000 p.a. - 7% 
Source (http:www.intermark. 
fsnet.co.uk., 2003) 
(Obbes, personal communication 
2003) 
Note: Spare capacity on MDF is 9 000 m3 per annum or 12%. Spare PB 
capacity is 8 000m3 or 4%. 
 
2.2.3 Capacity – Magna Board  
 
TABLE 2.5:  PRODUCTION CAPACITY - MAGNA BOARD 
Place Product Current 
Production 
% Over / 
Under 
Umtata P Board 40 000 p.a. 0 % 
Total 40 000 p.a. 0 % 
Source (Obbes, personal 
communication, 2003) 
Note: No spare capacity 
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2.2.4 Total Capacity 
TABLE 2.6: TOTAL PRODUCTION CAPACITY 
Place Product Current Capacity 
in m
3
 
Current 
Production 
% Over / 
Under 
P G Bison P Board 408 000 p.a. 385 000 p.a. - 5.6 % 
Sonae Novobord P Board 355 000 p.a. 345 000 p.a. - 3.0 % 
Magna Board P Board 40 000 p.a. 40 000 p.a. 0 % 
Total 803 000 p.a. 770 000 p.a. - 4 % 
 
Place Product Current Capacity 
in m
3
 
Current 
Production 
% Over / 
Under 
P G Bison M D F 80 000 p.a. 70 000 p.a. - 12.5% 
Sonae Novobord M D F 75 000 p.a. 66 000 p.a. - 12 % 
Total 155 000 p.a. 136 000 p.a. - 12 % 
Note: Sonae Novobord can manufacture either PB or MDF at their White River 
plant but not both simultaneously. That means if they manufacture MDF only, 
there is a decrease in PB capacity of 175 000 m3. Total PB capacity will be 648 
000m3. If they manufacture no MDF there is a decrease of MDF capacity of 75 
000 m3. Total MDF capacity will be 80 000m3. 
 
2.3 CURRENT MARKET REQUIREMENTS 
According to Jain (1993:113) a market can be defined as a group of firms 
producing products that are identical or closely related products – not substitute 
products but generic products. Goods so closely related they may be 
considered to be substitutes or homogenous by the consumers. 
 
Market segmentation criteria are influenced by the nature of market. In industrial 
marketing, segmentation is achieved by forming end use segments or product 
segments, (Jain; 1993:121). For the purpose of this study the market is divided 
into two main segments:  
• end  - users, such as furniture manufacturers; 
• merchants, such as Timbercity or Lumbercity. 
 
Note: That all the figures used in the market analysis calculation is based on 
2002 figures. 
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2.3.1 Market Share – PG Bison 
Summary of PG Bison’s raw board market share is as follows 
TABLE 2.7:  MARKET SHARE - PG BISON 
Place Product Qty in m3 Total Market 
% Of Total 
 Market 
End user P B 140 000 p.a. 163 000 p.a. 86 % 
Merchant P B 93 000 p.a. 337 000 p.a. 28 % 
End user M D F 32 000 p.a. 46 400 p.a. 69 % 
Merchant M D F 32 300 p.a. 63 600 p.a. 51 % 
Total 297 300 p.a. 610 000 p.a. 48.8 % 
Source (Obbes, personal communication, 2003) 
The high end user figure is due to the fact that Steinhoff SA owns 37% of PG 
Bison shares, as at August 2003, and that this is the reason for product 
utilisation in Steinhoff’s factories. This is a classical example of backward 
integration for supply chain management. 
 
2.3.2 Market Share – SONAE Novobord 
Summary of Sonae Novobord’s raw board market share is as follows: 
TABLE 2.8:  MARKET SHARE – SONAE NOVOBORD 
Place Product Qty in m3 Total Market 
% Of Total 
 Market 
End user P B 60 000 p.a. 163 000 p.a. 38 % 
Merchant P B 167 000 p.a. 337 000 p.a. 50 % 
End user M D F 12 200 p.a. 46 400 p.a. 26 % 
Merchant M D F 28 500 p.a. 63 600 p.a. 45 % 
Total 267 700  p.a. 610 000 p.a. 43,8 % 
Source (Obbes, personal communication, 2003) 
 
The end user figure is low due to the backward integration of Steinhoff and 
there are few extra factories that are not part of the Steinhoff conglomerate. The 
independent merchants create some difficulty for PG Bison’s group. 
 
2.3.3 Market Share – Magna Board and Imports 
Summary of Magna Board and Import’s raw board market share is as follows: 
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TABLE 2.9:  MARKET SHARE – MAGNA BOARD AND IMPORTS 
Place Product Qty in m3 Total Market 
% Of Total 
Market 
Magna Board P B 40 000 p.a. 500 000 p.a. 8 % 
Imports P B 0 p.a. 500 000 p.a. 0 % 
Total 40 000 p.a. 500 000 p.a. 8 % 
Imports M D F 5 000 p.a. 110 000 p.a. 4.5 % 
Total  45 000 p.a. 610 000 p.a. 7.4 % 
Source (Obbes, personal communication, 2003) 
 
Sonae Novobord imports some MDF to assist them in the management of 
critical stocks. Thus some of that 5 000 m3 is used by Sonae to service their 
customers. 
 
2.3.4 Market Share – Total Market 
Summary of Total raw board market is as follows: 
 
TABLE 2.10:  MARKET SHARE – TOTAL 
Place Product Qty in m3 Total Market 
% Of Total 
Market 
PG Bison P B 233 000 p.a. 500 000 46.6 % 
Sonae 
Novobord 
P B 
227 000 p.a. 500 000 45.4 % 
Magna Board P B 40 000 p.a. 500 000 8 % 
Imports P B 0 p.a. 500 000 0 % 
Total 500 000 p.a. 500 000 p.a. 100 % 
P G Bison M D F 64 300 p.a. 110 000 p.a. 58,5 % 
Sonae 
Novobord 
M D F 
40 700 p.a. 110 000 p.a. 37 % 
Imports M D F 5 000 p.a. 110 000 p.a. 4.5 % 
Total 110 000 p.a. 110 000 p.a. 100 % 
Source (Obbes, personal communication, 2003) 
 
PG Bison and Sonae Novobord exports some of their product into Africa and 
Mauritius. PG Bison is currently the bigger exporter of the two.  
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2.4 SUMMARY 
The current particleboard market requirement is 500 000 m3 per annum. The 
current particleboard manufacturing capacity is 770 000 m3 per annum. 
Consequently there is excess capacity of PB manufacturing of 220 000 m3 per 
annum. The current MDF board manufacturing capacity is 155 000 m3 per 
annum. The current MDF market requirements is 110 000 m3. That means there 
is excess capacity of 45 000 m3 per annum. Some of this excess is exported but 
not sufficient enough to have White River manufacture MDF for a whole year.  
 
Due to overcapacity in this oligopolistic market, the two major competitors are 
facing the problem called prisoner’s dilemma. Salvatore (2001:451) defines this 
as a situation where each firm develops and adopts its dominant strategy and 
achieves some of the goals. Both companies would do better, for example 
increase in profits, by working together. Excess capacity causes these two 
companies to cheat on each other by surreptitiously reducing the prices to 
obtain market share. PG Bison does have the major share, 48.7%, in the total 
market but is well balanced by Sonae’s share of 43.9%. PG Bison’s MDF 
market share, 58.5 %, gives them currently the leading edge. The age of PG 
Bison’s MDF equipment is a reason for concern. 
 
Looking at the current MDF manufacturing requirements in isolation is no 
sufficient. Future requirements for locally manufactured MDF must also be 
taken into consideration before a meaningful conclusion can be made. 
 
Chapter 3 deals with the current requirements for locally produced MDF. 
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Chapter 3 
 
Current Requirements for Locally Produced MDF 
 
 
3 INTRODUCTION 
The current market requirements / consumption for both MDF and P/B is based 
on actual consumption figures, and the subsequent market share reflection per 
company, as seen in the previous chapter. The market is divided into two main 
sub-sections: 
• end  - users, such as furniture manufacturers and 
• merchants, such as Timbercity or Lumbercity. 
 
Every market is unique in its requirements. This chapter will determine what the 
future requirements of the South African market for MDF and P/B are. It will also 
address the following sub-problem: What are the current requirements for 
locally produced MDF? The current requirements will be taken as production 
requirements because for the purposes of this study the physical properties will 
be considered to be generic and having no influence on this study.  The 
demand for these products, MDF and P/B, are not measured in isolation but are 
included in the consumption figures as reflected by the Producers Price Index, 
PPI and Consumer Price Index, CPI. Any movement in the PPI and / or CPI will 
be linked to the growth or decline in the consumption of PB or MDF.  
 
For the purpose of this study the following will be taken as the requirements for 
locally manufactured MDF: 
• Trends in the South African CPI and PPI for the period 1995 – 2002. 
• Trends in the South African Building industry for the period 1995 – 2002. 
• South Africa’s MDF and PB consumption per annum per sector or market 
segment for the period 1995 – 2002. The reasons for using both PB and 
MDF are: 
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o To determine whether there is a decline in the consumption of one 
product with the effect of an increase in the other, 
o Sonae Novobord’s White River factory can produce one of the 
products at a time. Determining the demand of both may be 
indicative of which product to manufacture. 
The South African P/B and MDF board market is influenced by the excess - 
capacity in overseas markets. The stronger the Rand the “cheaper” it becomes 
to import boards, the weaker the Rand the “more expensive” it becomes to 
import boards. The P/B and MDF markets are influenced by the manufacturing 
principles of the overseas equipment manufacturers in terms of type and price 
of equipment available. 
 
The consumption of MDF and PB in the following countries will be used as a 
guideline for the determination of a possible trend for the usage of both MDF 
and P/B in the SA market context. The countries that will be used are: 
• South Africa 
• Europe Federation Trade Alliance, EFTA, which includes countries such as 
Other Europe, Europe not included in the EU, Russian Federation and North 
America. MDF and PB consumption per annum per sector or market 
segment for the period 1997 – 2002. 
• European Union, EU, MDF and PB consumption per annum per sector or 
market segment for the period 2000 – 2002. 
 
The total worldwide production capacities of MDF and PB have been used to 
match production and the consumption of these products. The aim thereof is to 
determine whether additional capacity in SA will be necessary.  
 
3.1 ECONOMIC INDICATORS 
 A consumer’s willingness and ability to demand or purchase a commodity is 
called the consumer demand theory, (Salvatore, 2001:91). For the purpose of 
analysis it is useful to determine / study the relationship of price per commodity 
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and the quantity demanded of a commodity per unit of time. This can only be 
achieved if assuming, for the purpose of this study, that the individual’s income, 
the price of related commodities and tastes are unchanged, (Salvatore, 
2001:92). The purpose of this study is not to do an analysis of the SA economy 
but to determine whether there is a link between the current consumption 
demand and current production capacity.  
 
3.1.1 Price Index 
A composite price index number is a technique used to measure the cost of a 
group of goods and services, commodities, as a ratio of their cost in the base 
period. The latter is usually being taken as 100, (Mohr, 2001:98). Two examples 
of explicit price indices are: 
• Consumer price index (CPI), 
• Production price index (PPI) (Mohr, 2001:98). 
 
The abovementioned principal price indices in South Africa are calculated 
according to the Laspeyres formula, based on using fixed weights for different 
items. The Laspeyres formula tends to be upward biased (Mohr, 2001:99). 
 
Although the CPI  is normally more emphasised than the PPI, movements in the 
latter should be carefully scrutinised mainly because of possible indication(s) of 
where the CPI is heading (Mohr, 2001:119). 
 
3.1.2 Consumer Price Index 
“The consumer price index (CPI) is an index of a representative basket of 
consumer goods and services” (Mohr 2001:102). 
 
The CPI is an explicit price index that is calculated directly and is rapidly 
available, is in comparison relatively accurately, is not revised and is arguably 
one of the most reliable of all the main economic indicators (Mohr, 2001:107). 
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TABLE 3.1:  CONSUMER PRICE INDEX 1990 - 2002 
Year CPI Value % Variation Comments 
1995 100 0 Base line 
1996 107.4 7.4  
1997 116.6 8.6  
1998 124.6 6.9  
1999 131.1 5.2  
2000 138.1 5.3  
2000 100 0 Base line 
2001 105.7 5.7  
2002 116.4 10.1  
Source : Statistics South Africa – P 0141.1 Dec 2002 
 
There has been an increase in the consumer price index in the last three years. 
It has been due to depreciation of the SA currency when measured against the 
major currencies of the world. The effect thereof is that the imported board were 
more expensive that what locally manufactured boards have been. Thereby 
protecting the SA manufacturers against overseas excess capacity. 
 
 
3.1.3 Production Price Index 
“Whereas the CPI measures the cost of a representative basket of goods … 
the Production Price Index (PPI) measures prices at the level of the first 
significant commercial transaction” (Mohr, 2001:116). 
 
For the purpose of this study the total output of SA will be taken as an indication 
of an increase / decrease of production price index. The price of imported goods 
has a far more explicit bearing on the PPI than on the CPI. Movements in the 
PPI are an indication of where the CPI is heading. For example when the rand 
appreciates there will be a decrease in the PPI because of the change in price 
of imported goods and intermediate goods (Mohr, 2001:119) 
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TABLE 3.2:  PRODUCTION PRICE INDEX 1990 - 2002 
Year PPI Value % Variation Comments 
1995 100 0 Base line 
1996 108.2 8.2  
1997 117.1 8.2  
1998 122.2 4.4  
1999 128.2 4.9  
2000 136.8 6.7  
2000 100 0 Base line 
2001 107.6 7.6  
2002 122.1 13.5  
Source : Statistics South Africa – P 0142.1 Dec 2002 
 
There has been an increase in the production price index in the last three years. 
It has been due to depreciation of the SA currency when measured against the 
major currencies of the world. The effect thereof is that the imported board were 
more expensive that what locally manufactured boards have been. Thereby 
protecting the SA manufacturers against overseas excess capacity. 
 
3.1.4 South African Building Statistics 
The principle markets for P/B and MDF are end-users or merchants both are 
closely linked to the increase or decrease in the building economy. These 
boards are used in formats such as office partitioning, shop-fitting, build-in-
cupboards or even kitchen cupboards, thereby creating that important link to the 
building industry. The figures reflected are measured in R ‘000 value and 
reflects the total value of building plans passed at current prices for: 
• Residential; 
• Non residential; 
• Additions and alterations. 
 
TABLE 3.3:  BUILDING STATISTICS 1999 - 2002 
Year  Value in R ‘000 % Variation 
1999  R17 801 839  0 
2000 R 20 126 132 13.1 
2001 R 19 576 834 - 2.7  
2002 R 24 756 668 26.5 
Source: South African Statistics – P 5041.1 (Dec 2002) 
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From Table 3.3 it is clear that there has been a slump in the building industry in 
the 2001 period. It did recuperate well with an almost boom period in the next 
period, 2002. An increase or a decrease in the building market will not 
necessarily reflect in the board consumption due to the following reasons: 
• P/B or MDF is also used in the casket industry which with the current aids 
pandemic can skew the figures; 
• The higher interest rates, approximately 17%, can cause homeowners rather 
to upgrade the kitchens than to purchase or extend domestic dwellings. 
 
To complete the holistic picture it is necessary to investigate the current 
consumption and possible excess capacity in the remainder of the world. 
 
3.2 CURRENT CONSUMPTION  
 
Although the primary focus will be on SA, it is necessary to investigate the 
remainder of the world, because of globalisation and the global market place. 
The indication thereof is that no country is safe of imports, whether those 
imported goods are subsidised or dumped. It is very difficult to prove dumping it 
does create an area for price reductions in the target country, even if it is only to 
recover some variable cost on excess capacity in the home country. 
 
3.2.1 Consumption – South Africa 
The SA market will be reflected in the merchant and end user segments. These 
segments are collective groups for the different smaller segments such as 
casket and DIY markets. 
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TABLE 3.4: TOTAL SA - P/B AND MDF CONSUMPTION 1990 - 2002 
YEAR 
TOTAL 
m3 
MERCHANT % 
END 
USER 
% 
NOVO 
% 
PG 
% 
MAGNA 
% 
IMP 
% 
1990 510000 214000 40 322000 60 37% 50% 0% 13% 
1991 515000 216000 42 299000 58 31% 55% 14% 3% 
1992 528000 240000 44 306000 56 36% 59% 5% 0% 
1993 559000 265000 46 310000 54 40% 55% 3% 2% 
1994 570000 282000 46 330000 54 38% 55% 5% 2% 
1995 590000 282000 47 318000 53 27% 59% 8% 6% 
1996 600000 306000 50 305000 50 28% 56% 8% 8% 
1997 600000 330000 55 270000 45 29% 58% 7% 7% 
1998 564000 350000 62 214000 38 36% 54% 7% 3% 
1999 570000 351000 61 224000 39 39% 53% 7% 1% 
2000 580000 361000 61 227000 39 39% 53% 6% 2% 
2001 600000 364000 64 226000 38 40% 52% 4% 4% 
2002 610000 402000 66 208000 34 43% 47% 5% 5% 
Source: K Obbes, Market Researcher, Sonae Novobord, Johannesburg,   
personal communication, 2003. 
 
There has been an increase in demand of 100 000 m3 over the last twelve 
years. The significant changes in the end user volume are due to the 
unbundling and take over of AFCOL, Africa Furniture Components Limited, by 
Steinhoff and other furniture manufacturers. Steinhoff is a global manufacturer 
with an optimised production system – only products that can be manufactured 
at low manufacturing costs will be manufactured in SA. The increases in the 
merchant market are due to the increase in coffin, built in cupboard and do-it-
yourself markets. If the past increase in the demand for MDF and P/B is 
extrapolated on a straight-line function, the demand for board in year 2010 will 
be: 
100 000 /12 = 8333 m3 per annum 
2010 – 2002 = 8 years 
8 years x 8333 = ± 677 000 m3 + baseline (year -1990) of 510 000 m3.  
The estimated total for 2010 will be 1,187,000m3. 
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3.2.2 Production Capacity and Consumption – EUROPE 
The increase / decrease of P/B and MDF in Europe will have an effect in the 
rest of the world because excess capacity will be exported to recover variable 
costs as fixed costs could be recovered by the local market. Thus the increase 
or decrease will have an effect on the prices and availability of local P/B and 
MDF. For clarification purposes each commodity, P/B and MDF, will be looked 
at in isolation. The growth / decrease in these commodities are not necessarily 
the same. 
 
TABLE 3.5: P/B PRODUCTION AND CONSUMPTION IN 1 000M3, 1998 – 
2002. 
Production 1998 1999 2000 2001 2002 
TOTAL 30 193 30 945 32 846 32 118 32 091 
Source : EPF annual report  2002/2003 : 42 
Consumption 1998 1999 2000 2001 2002 
TOTAL 28 559 30 093 31 221 30 345 29 691 
Excess Production 1 634     852 1 625 1 773 2 400 
Source : EPF annual report  2003 : 46 
 
In Table 3.5 it is evident that the excess of P/B production has increased in 
comparison to the demand. This excess will have a deflationary effect on the 
selling price of P/B. One option for a manufacturing company is to export 
excess production to recover at least the variable cost of production. The next 
Table will give an indication of what direction the export of P/B took in the same 
period. 
TABLE 3.6: P/B EXPORTS IN 1 000M3, 1998 – 2002. 
EXPORTS 1998 1999 2000 2001 2002 
TOTAL 8 302 8 326 8 726 8 661 9 654 
Source : EPF annual report  2003 : 44 
In Table 3.6 it is clear that there is an increase of export of P/B. This increase is 
1 352 000 m3 or 16.3% if 1998 is used as baseline. This increase of export must 
be consumed by the world wide market of which South Africa is part.  
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This study is also looking at the trend of MDF in Europe as Europe is the 
principal developer of these products and machinery to manufacture these 
commodities. In the next Table the capacity and consumption of MDF will be 
studied. 
TABLE 3.7: MDF PRODUCTION AND CONSUMPTION IN 1 000M3, 1998 – 
2002. 
Production 1998 1999 2000 2001 2002 
TOTAL  9 090 10 530 10 720 11 460 
Source : EPF annual report 2003 : 52 
Consumption 1998 1999 2000 2001 2002 
TOTAL 6 161 6 843 7 990 8 790 9 614 
Excess Production ----- 2 247 2 540 1 930 1 846 
Source : EPF annual report  2003 : 51 
 
In Table 3.7 it is clear that there is a decrease of excess capacity of  
401 000m3 or -20% if 1999 is used as the baseline. This decrease will give 
current manufacturers the opportunity to plan for an increase in capacity. This 
decrease indicates that there is an increase in consumption and that the 
production capacity is not light years ahead. Although there is an increase in 
domestic consumption the excess capacity will still be exported. The next Table 
will give an indication of what quantity was exported. 
 
TABLE 3.8: MDF EXPORTS IN CENTRAL AND EASTERN EUROPE FOR 
2001 – 2002. 
EXPORTS 2001 2002 
TOTAL in 
1 000m
3
 340 439 
Source : EPF annual report  2003 : 100 
In Table 3.8 it is clear that there is an increase of export of MDF. This increase 
is 99 000 m3 or 29.1% if 2001 is used as baseline. This increase of export must 
be consumed by the world wide market of which South Africa forms part.  
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3.2.3 Imports into SA 
Product imported into SA from whichever country is an indication of one of two 
scenarios: 
• There is insufficient product available in SA or; 
• The price of the SA product is more than what the imported product costs. 
 
The South African Revenue Service provides information on imported goods. 
However it does not reflect origin of importer. The latest information available is 
for January to December 2002 and January to July 2003. The 2003 will be 
extrapolated on a straight line and used as a representative figure. The table 
below is an indication of the quantity of imported P/B and MDF. 
 
TABLE 3.9: IMPORTS INTO SA, 2002 – 2003 IN M3. 
Product 
Jan – Dec 
2002 
Jan – Jul 
2003 
Extrapolated 
2003 
P/B 10 002 7 211 12 362 
MDF 22 194 20 443 35 045 
Source : Van der Walt : 2003 
 
In Table 3.9 the imported products have shown a growth of 23.6% for P/B and 
57.8% growth for MDF. These figures are a clear indication of the shortage of 
board in SA or the overpricing of products in SA markets. 
 
3.2.4 Expected Growth in SA 
The Food and Agriculture Organisation (FAO) of the United Nations had a 
survey done on the Wood and Wood Product supply and demand in Africa to 
2030. Data reflected in the Table 3.10 has been selected from all the data 
represented in the above mentioned study  
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TABLE 3.10: DEMAND AND SUPPLY OF P/B IN SOUTHERN AFRICA, FOR 
1970 – 2020. 
Particle Board Consumption / Demand in 1 000m
3
 
 1970 1980 1990 2000 2010 2020 
South Africa 97 204 148 464 637 894 
Zambia 1 0 16 37 39 42 
Zimbabwe 2 28 19 42 45 48 
Total 100 232 183 543 721 984 
Particle Board Supply / Manufacturing in 1 000m
3
 
 1970 1980 1990 2000 2010 2020 
South Africa 95 202 202 511 637 870 
Zambia 0 0 16 35 37 40 
Zimbabwe 2 29 19 40 42 45 
Total 97 231 237 586 716 955 
Source: Rytkönen, 2001: annex iv a6 & b6 
 
From Table 3.10 it is clear that from 2000 to 2020 there will be an increase of 
81% in the usage or consumption of particle board. The same growth is not 
eminent for the production or capacity side, the estimated growth is only 63%. 
That means there will be a shortfall of 29 000m3 or 18% of 2020’s capacity. 
Seeing that White River can manufacture either product it is necessary to 
investigate the MDF scenario. 
 
TABLE 3.11: DEMAND AND SUPPLY OF MDF IN SOUTHERN AFRICA, FOR 
1970 – 2020. 
MDF Board Consumption / Demand in 1 000m
3
 
 1970 1980 1990 2000 2010 2020 
South Africa 66  47  43 405 478 569 
Zambia 8 3  0   0  0  0 
Zimbabwe 0  1 0   0  0  0 
Total  66  51  43 405 478 569 
MDF Board Supply / Manufacturing in 1 000m
3
 
 1970 1980 1990 2000 2010 2020 
South Africa 130 78   58 149 161 199 
Zambia 0 0  0 0   0  0 
Zimbabwe 0 0   0 1  2  2 
Total 130 78  58  150 163 201 
Source: Rytkönen, 2001: annex iv a7 & b7 
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The indications are clear that in Table 3.11 there will be a shortage of 
manufacturing capacity in Southern Africa by 2020.  This shortage equates to   
368 000m3 or 283%. If the current SA MDF capacity is taken at 150 000m3 it 
means that there will be a requirement of 3.79 times the current SA capacity.  
 
 
3.3 SUMMARY 
The economic indications are there that the South African economy is busy 
entering a positive growth phase. Subsequently there will be building activities 
that in its turn will stimulate the growth or usage of P/B and MDF products to 
satisfy this growing demand. However the excess capacity and the strong SA 
currency will pave the way for the excess capacity of Europe and other low cost 
producers to enter the SA market and thus could and will upset the 
consumption of the local producers. The only producer that will survive is the 
one that has the lowest cost of production due to economies of scale. The 
expected growth as predicted by the FAO should generate some concern by the 
local producers to invest in their own country. The opposite is also true that the 
SA market will not accommodate all the players at the same time and will allow 
no room for error in expansion or lacking in expanding. It is also imported to 
investigate what the market’s opinion of the possible growth in the SA market 
will be. 
 
The current requirement of the SA market indicates that there is room for 
expansion to eliminate the quantity of product that has been imported into SA. 
However it will be only the lowest cost producer, quality is considered a given 
and is generic, that will survive in SA. The time has long gone for maintaining 
labour intensive procedures or manufacturing principles in SA; if SA wants to 
compete in the global market. The global market is not overseas as the narrow 
sighted tends to believe but it is right on their doorstep, right next door knocking 
on the customer’s door with high quality low cost products. 
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The next chapter, Chapter 4, will answer the sub-problem of what 
knowledgeable believe the market is going to do. It is imported to develop and 
conduct an empirical study by means of a survey to determine the requirements 
of the local market. 
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Chapter 4 
 
Design of the Empirical Study 
 
 
4 INTRODUCTION 
 
The previous chapters focussed on what people external to the SA MDF market 
had to say about the current and future market. It is of utmost importance to 
determine what people in the market has to say about what the market is going 
to do. They are at the coalface and will be the first ones to detect market 
direction and well ahead of what their supplier can determine. Therefore it is 
imported to determine what knowledgeable people believe the requirements 
are. 
 
This chapter will also address the following sub-problem: What method(s) could 
be used to analyse the MDF market? To address this sub-problem the current 
situation is analysed by means of questionnaires.  Kotler (2000:110) is of the 
opinion that market researchers have a choice of two main research 
instruments in collecting data: questionnaires and mechanical devices. In 
certain sections in this literature study there is adequate guidelines to prepare a 
questionnaire and to analyse the data that has been collected. Due to the 
current support of Novobord’s sales and marketing team, as well as the current 
available results, the decision was taken to analyse the market by means of a 
questionnaire. 
  
 
4.1 RESEARCH DESIGN 
The empirical study will help to solve the sub – problem: What do 
knowledgeable people believe are the requirements for MDF in SA? As 
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well as this one: What are the current requirements for locally produced 
MDF? 
These problems will be addressed by the questionnaire. 
 
The information available from the sales and marketing team will be used to 
create a market requirement overview as comprehensive as possible.  
 
An analysis of the current market in conjunction with the Boston Consulting 
Group’s (BCG) model of growth – share matrix will be used to determine the 
phase in which MDF and P/B is in.  Johnson & Scholes (2002:284) uses the 
abovementioned method and some others to determine what the company’s 
position is, in comparison to the opposition and the economic environment. A 
broad overview of the BCG model, as described by Johnson & Scholes 
(2002:284), is: Market share and market growth relationship can be classified 
into one of four categories. These categories are: 
i.) Star – Is a business unit that has a high market share in a growing 
market. 
ii.) Question mark (or problem child) – Is a business unit in a growing 
market, but without a high market share. 
iii.) Cash cow – Is a business unit with a high market share in a mature 
market. 
iv.) Dogs – Are business units with a low share in static or declining market. 
 
These categories are displayed in a graphical format in Figure 4.1 
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FIGURE 4.1:  THE GROWTH – SHARE MATRIX 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The results of the growth share matrix combined with the results obtained by 
means of the questionnaire will assist in determining current and future 
requirements in the MDF and P/B markets. 
 
 
4.2 DESIGN AND STRUCTURE OF THE QUESTIONNAIRE 
The aim of any data collection effort is to obtain good quality information. This 
information must be timely, accurate and relevant (Wegner, 2001:2). A 
questionnaire is, because of its flexibility, by the far the most common used 
instrument for data collecting (Kotler, 2000:110). The design of a questionnaire 
is of utmost importance to ensure that the correct research questions are 
addressed (Wegner, 2001:17). This collected data must then be analysed to 
make a meaningful decision. 
 
A questionnaire should consist of three sections: 
High Low 
High 
Low 
Cash Cow 
Dog 
Star 
Problem Child 
Source: The Growth – Share matrix was originally developed by 
the Boston Consulting Group. (Miller 1998:260) 
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• The administrative section – used to record the identity and details of the 
respondent and also where the interview took place. 
• The demographic section – describes the respondent by a number of 
demographic characteristics such as gender, company size or market 
sector. 
• The information sought – this makes up the major part of the questionnaire 
and consists of all the questions which will extract data from responds to 
address the research objective (Wegner, 2001:19). 
 
Part of the empirical study and the subsequent questionnaire is a sampling 
plan. This sampling plan calls for three decisions: 
• Sampling unit – who is to be surveyed, clearly identify the target population 
that will be sampled. 
• Sample size – how many people should be surveyed, large samples give 
more reliable results than small samples. 
• Sampling procedure – how should the respondents be chosen?  A sample is 
selected on a probability or a non - probability basis. (Kotler, 2000:112) 
 
A probability sampling method can be one of three methods: 
• Simple random sample – every member of the population has an equal 
change to be selected. 
• Stratified random sample – the population is divided into mutually exclusive 
groups, for example house owners, and random samples selected from it. 
• Cluster (area) sample – the population is divided into mutually exclusive 
groups, for example city blocks, and random samples selected from it 
(Kotler, 2000:112). 
 
A non-probability sampling method can be one of three methods: 
• Convenience sample – the researcher selects the most accessible 
population members. 
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• Judgment sample – the researcher selects population members who are 
good prospects for accurate information. 
• Quota sample – the researcher finds and interviews a prescribed number of 
people in each of several categories (Kotler, 2000:112). 
 
The structure of the questionnaire for this study is based on the following 
requirements: 
• The current usage of MDF and P/B whether plain or upgraded (upgraded 
meaning surface addition of melamine paper or veneer lay-ons). 
• The current usage of PG Bison. Sonae Novobord or other sources of board. 
• Expected growth in 1 and 5 years for the different products and the possible 
reasons why. 
• Preferred supplier and why? The reason for this question is determine 
whether a specific supplier is busy increasing or decreasing market share. 
 
An extract of the questions in the questionnaire is displayed in Table 4.2. A 
copy of the questionnaire is displayed in Annexure A. The purpose of the 
questionnaire and the type of questions asked with specific reference to the 
current suppliers in the SA board industry is to determine who has shown 
growth and who has not. In creating a holistic picture it is imported to determine 
from the customer who his preferred supplier is. The preferred supplier is not 
necessarily the one that will last the longest in the market. It may be the new kid 
on the block that is increasing market share. 
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TABLE 4.1:  AN EXTRACT FROM THE QUESTIONNAIRE 
 PRODUCT USAGE ANALYSIS 
  
 1. CUSTOMER DETAIL 
 
 Trade Name ……………………………………………………………………. 
 
 
 Customer Representative: ………………………………………….. Date: ……… 
   
2. MARKET ANALYSIS 
CURRENT Furniture 
Manu- 
facturing 
Build in 
Cupboard 
D I Y Casket Other 
2.1 Customer's Target Market in % of Sales      
2.2 %  Plain MDF (NVB)  used in own Product       
2.3 %  Plain P/B (NVB)  used in own Product       
2.4 %  Melamine on  MDF (NVB) used in own 
Product 
     
2.5 %  Veneer on  P/B (NVB) used in own Product       
 
3. MARKET GROWTH ANALYSIS 
EXPECTED GROWTH in  1 Year Furniture 
Manu- 
facturing 
Build in 
Cupboard 
D I Y Casket Other 
3.1 Customer's Target Market in % of Sales      
3.2 %  Plain MDF (NVB)  used in own Product       
3.3 %  Plain P/B (NVB)  used in own Product       
3.4 %  Melamine on  MDF (NVB) used in own 
Product 
     
 
4.2.1 Administration of the Questionnaire 
The questionnaire was taken to Sonae Novobord’s top 10 customers by means 
of Sonae Novobord’s sales staff. Sonae’s sales staff has certain customers 
allocated to a certain sales representative and it was easier to use one of these 
normal visits to a customer to complete the questionnaire.  The researcher did 
assist in certain of these interviews. The aim of these interviews was to obtain 
as accurate as possible information about the direction the board industry is 
bound to take. After completion of these interviews; the completed 
questionnaires were forwarded to the researcher for processing. 
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4.2.2 Pilot Study 
Leedy and Ormond (2001: 116) state that all questionnaires should be pre-
tested on a small population to test whether there are any items that the 
respondents may find difficult to understand. Once the draft has been pre-
tested, it may be necessary to refine it.  
 
On completion the questionnaire, it was circulated to the sales and marketing 
staff of Novobord to determine their recommendations and to use them as a 
sounding board for the effectiveness of the questionnaire. In essence they were 
the sample population for a pilot study. The overall population is only 10 
customers, so if the questionnaire has been circulated to these customers for a 
pilot study it would defeat the object of a full investigation. 
 
4.2.3 Variables in Questionnaire 
A variable is any characteristic that is being measured or observed. Seeing that 
such a variable can take on different (random) values at each observation or 
measurement it is called a random variable (Wegner, 2001:3). 
 
The aim of this questionnaire is to determine; What do knowledgeable people 
believe are the requirements for MDF in SA? As well as this one: What are the 
current requirements for locally produced MDF? 
 
In this questionnaire there are a number of random variables such as: 
• % sales of customer sales in the various categories such as: 
o Furniture manufacturing; 
o Built in cupboards; 
o Do – It – Yourself (DIY); 
o Casket Industry; 
o Other. 
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• List of possible strengths and weaknesses for both PG Bison and Sonae 
Novobord: 
o Service; 
o Price; 
o Quality; 
o Delivery; 
o Technical Backup; 
o Sales Staff. 
• Best and weakest product for both companies 
• Years of business partnership with either company. 
• Rating of either company’s product on the following scale: 
o Excellent; 
o Good; 
o Average; 
o Poor; 
o Unsatisfactory. 
These above mentioned variables will assist in determining which company has 
the current strategic advantage and who could be most likely company that 
could expand their production capacity due to current market loyalty. 
 
4.3 SUMMARY 
The questionnaire is the selected tool to determine: What do knowledgeable 
people believe are the requirements for MDF in SA? As well as: What are the 
current requirements for locally produced MDF? It will also help to determine 
the phase of the growth - share matrix. This phase will assist to determine the 
expected stage in the product life cycle such as mature phase or even decline 
phase. The reason for this enquiry is to determine is it feasible to expand MDF 
capacity in SA. 
 
Chapter 5 will reflect the achieved results of the questionnaire. 
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Chapter 5 
 
Results and Analysis of the Empirical Study 
 
 
5 INTRODUCTION 
The results of the empirical study may not necessarily match the increase / 
decrease in demand for products as stipulated in the previous chapters. These 
expectations are based on the manufacturer’s customer’s perceptions of what 
they have experienced in their respective market sector. End users tend to 
focus on two factors: 
• Their market sector with regards to their own process, market share and that 
of the opposition; 
• Their financial position measured in terms of their bottom-line. If there is an 
opportunity for profit increase by being brand disloyal they will do it. 
 
The sales staff of Sonae visited Sonae’s the top ten customers. It was easy to 
obtain the information from customers, however, some customers were 
reluctant to divulge “confidential” information. The reasoning behind their 
reluctance is the small market syndrome – meaning everybody knows each 
other in this small market and information can be easily leaked. This small 
population assisted in achieving the return of all questionnaires. The results 
were, however, interesting in the sense that some customers use more than 
one supplier. This split loyalty will have a reflection in the amount of money 
spend on Novobord’s products. 
 
5.1 EXTENT OF RESPONSES TO THE QUESTIONNAIRE 
Sonae Novobord’s customers are not in isolation, they represent a segment or 
sector of the South African MDF market.  
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Kotler (2000:118) defines a market as: “a market is the set of all actual and 
potential buyers of a market offer”. Thus the market is not a selected number of 
purchasers it is defined as a potential buyer. This potential buyer represents SA 
and / or the global market. Therefore it was important to determine the SA MDF 
and P/B market requirements in the following two main subsections such as: 
• Merchants – Supplying smaller businesses or individuals for applications 
such as: 
o Built In Cupboards – kitchen and bedroom cupboards; 
o Do It Yourself (DIY) – shelves and partitioning. 
 
• End Users – Businesses that produce other finished goods, examples would 
be: 
o Furniture manufacturing – room dividers, visual and audio equipment 
cabinets,  dining and bedroom suites; 
o Caskets; 
o Shopfitters (source see section 1.5.3). 
 
These ten customers are grouped as a type, merchant or end user, not 
necessarily as the number of outlets in that sector. For example Lumber City 
may have two branches in Pretoria but they are considered to be in the DIY 
market and will be reflected as one player in that sector. Therefore the first 
response analysis will be the market sector. 
 
TABLE 5.1 ANALYSIS OF CUSTOMER’S MARKET SEGMENT 
CURRENT Furniture 
Manufac 
turing 
Build in 
Cupboard 
D I Y 
 
Casket Other 
Number of Sonae Customer's in Market segment 5 2 4 4 6 
%  of Top ten Customers in this segment 60% 50% 50% 50% 66% 
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All ten these customers completed the questionnaire so the response is 100%. 
The above table indicates that the top ten customers are representative of what 
will or is happening in that specific market segment.  
 
5.2 ANALYSIS OF OVERALL RESPONSES 
To overcome customer’s reluctance to divulge confidential information the 
researcher asked the customers to reflect their sales in percentage format. The 
results will be displayed in a table format. The customers were asked to 
estimate the percentage growth in a year’s time as well as for a five year period. 
The customers were hesitant to estimate growth beyond a year’s period. This 
reluctance was mainly due to the instability of the South African rand.  
 
TABLE 5.2 ANALYSIS OF CURRENT MDF AND P/B REQUIREMENTS 
CURRENT 
Furniture 
Manufact
uring 
Build in 
Cupboards 
D I Y Casket Other Total 
%  Plain MDF (NVB)  used in own 
Product  
20 8 2 10 20 12% 
% Plain  MDF (BISON)  used in 
own Product  
5 6 8 5 10 7% 
%  Plain P/B (NVB)  used in own 
Product  
40 30 35 55 30 38% 
% Plain  P/B (BISON)  used in 
own Product  
5 30 40 0 10 17% 
%  Melamine on  MDF (NVB) 
used in own Product  
3 2 1 0   1% 
%  Melamine on  MDF (BISON) 
used in own Product  
2 2 1 0   1% 
%  Veneer on  MDF (NVB) used 
in own Product  
3   1 10   3% 
%  Veneer on  MDF (BISON) 
used in own Product  
2   1 0   1% 
%  Melamine on  P/B (NVB) used 
in own Product  
3 5 2 0   2% 
%  Melamine on  P/B (BISON) 
used in own Product  
2 5 2 0   2% 
%  Veneer on  P/B (NVB) used in  
own Product  
3 0.5 0.5 15   4% 
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%  Veneer on  P/B (BISON) used 
in own Product  
2 0.5 0.5 0   1% 
% Other wood / board used in 
Product 
10 11 6 5 30 12% 
 Total 100 100 100 100 100 101% 
Note:  
• NVB - is the acronym for Novobord 
• Plain - is MDF or P/B before it is upgraded by adding value to it such as 
melamine or foilpaper upgrading. 
 
From the above table it is evident that 50% of the products used by Sonae’s 
customers are plain MDF and P/B that was manufactured by Sonae. However 
the total of the products used by Sonae’s customers that is plain MDF and P/B 
is 74%. The implication is that the customers purchase 24% of their plain board 
requirements from the opposition. If Sonae can create total brand loyalty with 
these customers they will increase their market share by at least 24%. 
 
The plain MDF market, as represented by these ten customers, represents 19% 
of their total requirements. Sonae represents 12% of this MDF segment. Again 
an opportunity for brand loyalty and an increase in their market share.  
 
TABLE 5.3 ANALYSIS OF FUTURE MDF AND P/B REQUIREMENTS 
EXPECTED GROWTH in 1 Yr 
Furniture 
Manu- 
facturing 
Build in 
Cupboard 
D I Y Casket Other Total 
Customer's Target Market 
 in % of Sales 
33 12 22 28 22 17% 
%  Plain MDF (NVB)  used in own 
Product  
23 10 5 15 20 22% 
% Plain  MDF(BISON)  used in 
own Product  
5 6 8 6 10 3% 
%  Plain P/B (NVB)  used in own 
Product  
44 33 45 70 30 17% 
% Plain  P/B (BISON)  used in 
own Product  
6 33 45 0 18 20% 
%  Melamine on  MDF (NVB) 
used in own Product  
3 5 1 0  50% 
%  Melamine on  MDF (BISON) 
used in own Product  
2 5 1 0  60% 
%  Veneer on  MDF(NVB) used in  
own Product  
3  1 10  0% 
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%  Veneer on  MDF (BISON) 
used in own Product  
2  1 0  0% 
%  Melamine on  P/B (NVB) used 
in own Product  
3 7 2 0  20% 
%  Melamine on  P/B (BISON) 
used in own Product  
2 7 2 0  22% 
%  Veneer on  P/B (NVB) used in  
own Product  
3 0.5 0.5 15  0% 
%  Veneer on  P/B (BISON) used 
in own Product  
2 0.5 0.5 0  0% 
% Other wood / board used in 
Product 
18 13 6 5 38 29% 
 TOTAL Growth 16% 20% 18% 21% 16% 18% 
Note:  
• NVB - is the acronym for Novobord 
• Plain - is MDF or P/B before it is upgraded by adding value to it such as 
melamine or foilpaper upgrading. 
 
From the above table it is evident that the current customers expect a 17% 
growth in their respective markets. It is also eminent that the casket and coffin 
industry is expecting a 21% growth. It may be an indication of the effects of 
Acquired Immune Deficiency Syndrome, (AIDS).  A total market growth of 18% 
is huge in any language. The biggest contributors may be the SA Government 
with low cost housing and the increase in deaths due to certain illnesses. The 
customers were very wary and said the growth for the first year will not 
necessarily be repeated in the next three or four years.  
 
5.3 ANALYSIS OF SUPPLIER’S STRENGTHS AND WEAKNESSES 
The completion of the questionnaire presented an opportunity to determine and 
evaluate the customer’s perception (experience) of their supplier’s strengths 
and weaknesses. The reason for determining this is to build on strengths and to 
overcome weaknesses to formulate strategies for competitive advantage (Miller, 
1998:117). The following table is a summary of the information acquired during 
the study. Total number of questionnaires completed was 10. 
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TABLE 5.3 ANALYSIS OF STRENGTHS AND WEAKNESSES 
 
 Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force   
 
According to your experience, what is 
Novobord's strongest point / feature? 
1 4 4 1   
  
 
According to your experience, what is 
Novobord's weakest point / feature? 
1    7 2 
  
 
According to your experience, what is 
Bison's strongest point / feature? 
 3 3  4  
  
 
According to your experience, what is 
Bison's weakest point / feature? 
2   4  4 
  
 
The above table clearly indicates that the two companies are on par with 
regards to price and quality. The technical backup of PG Bison is a strength that 
Sonae does not have. The delivery and sales force is PG Bison’s weakest 
points. Delivery in this instance would include no product availability.  
 
5.4 IMPLICATION OF RESULTS 
The aim of any data collection effort is to obtain good quality information. This 
information must be timely, accurate and relevant (Wegner, 2001:2). The results 
achieved are based on the knowledge and experience of knowledgeable people 
in the MDF market. 
 
5.4.1 Implication of MDF requirements 
Knowledgeable people in SA are of the opinion that there will be an increase in 
the demand for plain MDF product. This demand will increase from 19% to 
25%. This increase is not taking upgraded product into account. If the upgraded 
MDF and plain MDF board is taken into consideration the demand for MDF 
substrates will increase from 24% to 28%. This increase is equivalent to 18 
700m3 of MDF per annum.  
 
5.4.2 Implication of Strengths and Weaknesses 
Sonae’s and PG Bison’s product price and quality are on par. The implication 
thereof is that whoever invests in a new plant will not necessarily have an 
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advantage in the field of quality but the price may be different due to economies 
of scale. The weakest point of Sonae is the lack of technical backup. This raises 
the question of why would a customer require or comment on this shortfall. PG 
Bison has a group of technical staff that can assist with product application 
demands. Whether it is information about their product or whether it is 
information about the interface with other paraphernalia such as door handles. 
From the questionnaire it is also evident that PG Bison does not have sufficient 
product available.    
 
5.5 SUMMARY 
Sonae imports 5600m3 MDF board per annum. This import and the increase in 
the demand for MDF, 18 700m3, will create a total additional market 
requirement of 24 300m3 per annum. If the average plant produces product for 
360 days per annum the additional requirement will be the capacity of a small 
MDF plant.  
 
The strengths and weakness of the two main producers are almost on par. 
Neither has a strength or a weakness that is impossible to acquire by the other 
manufacturer. 
 
It is clear from this survey that there will be additional requirements with regards 
to the manufacture of MDF. The literature survey has indicated methods or 
strategic thought patterns to address the findings of the empirical study. 
 
Chapter 6 will integrate these findings and formulate a strategy to increase 
market share. 
Chapter 7 – Summary, Recommendations and Conclusion  
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Chapter 6 
 
Manufacturing Strategy to Increase Market Share 
 
 
6 INTRODUCTION 
“Within the broad category of protecting and building an organisation’s 
position, there may be opportunities for market penetration, which is where 
an organisation gains market share” (Johnson and Scholes, 2002:367). 
 
The ease with which an organisation can increase their market share is based 
on: 
• The nature of the market – is it growing or declining; 
• Resource issues – no short term profit or equipment age; 
• Complacency of market leaders – it may allow smaller share holders to 
catch up because they were not considered as a threat (Johnson and 
Scholes, 2002:368). 
 
The flat panel industry in SA is not in isolation as it forms part of the global 
market. The only barrier to importing these flat panels will be the strength or 
weakness of the South Africa’s currency.  The implication thereof is such that 
the three particle board and MDF manufacturers in SA cannot relax until they 
have been able to supply the local market with products that is equivalent or 
better than the global product at a cheaper rate; consistently. 
 
That means that the normal requirements of quality, speed to deliver, accuracy, 
right product and just in time is based on a very competitive pricing structure. 
 
In this chapter the findings of the literature survey and empirical study will be 
integrated. The purpose of this integration will be to formulate a strategy for 
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increase in market share by means of increasing MDF manufacturing 
capabilities. 
There is a difference between the demand / increases from the different players 
in the market. It is based on their exposure to the marketplace. 
 
A comparison will be drawn up between these different inputs (demands) to be 
able to develop a common goal (production capacity). On identifying this 
common goal, a further analysis of the manufacturer’s strengths and 
weaknesses will be done. The reason for this comparison is to be able to 
formulate a strategy for the company that has the burning desire to expand their 
market share. 
 
 
6.1 DEMAND COMPARISON – LITERATURE SURVEY AND EMPIRICAL 
STUDY 
 
During the following comparisons the year 2002 will be used as the base year 
for calculations.  
 
6.1.1 Analysis of Imported Products 
The value of imported board for 2002 has been ± R83 300 000. The value of the 
product for January to July 2003 has been ± R59 700 000. If this value is 
extrapolated on a straight-line basis the total for 2003 would be ± R102 300 
000.  
 
Although South African Revenue Service supplies you with the imported 
quantity and price information the source or country of origin is considered to be 
confidential. The respective quantities for these imported products are displayed 
in Table 6.1 
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TABLE 6.1: IMPORTS INTO SA, 2002 – 2003. 
Product 
Jan – Dec 
2002 
Jan – Jul 
2003 
Extrapolated 
2003 
P/B 10 002 7 211 12 362 
MDF 22 194 20 443 35 045 
Source : Van der Walt : 2003 
 
If all the imported board for 2002 and 2003, in Table 6.1, is extrapolated on a 
straight line basis the quantities for 2010 will be displayed in Table 6.2 
 
TABLE 6.2:  IMPORTED PRODUCTS MATRIX 
Jan - 
Dec 
Jan – 
Jul 
Extrapol
ated 
Straight Line Extrapolation 
 
2002 2003 2003 
% 
Growth 
 
2004 2006 2008 2010 
% 
 
Growth 
P/B 10002 7211 12362 24% 15,279 23,340 35,653 54,463 545% 
MDF 22194 20443 35045 58% 55,337 137,974 344,016 857,747 3865% 
Total 34198 29657 49410 44% 72,620 163,320 381,677 914,220 2673% 
 
The 2010 extrapolated figures from the above table indicate a growth of 545% 
for P/B and 3865% for MDF when compared to that of 2002. However a factor 
that is not used in this calculation is the effect of an appreciating or a 
depreciating South African currency. 
 
6.1.2 Analysis of Overseas Databases Information 
The Food and Agriculture Organisation (FAO) of the United Nations had a 
survey done on the Wood and Wood Product supply and demand in Africa to 
2030. Data reflected in the tables 3.10 and 3.11 has been selected and 
presented in a slightly different format. Some columns have been omitted and a 
growth figure for the period 2000 to year 2010 has been added. 
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TABLE 6.3: EXPECTED DEMAND AND SUPPLY OF P/B IN SOUTHERN 
AFRICA, IN  1 000M3 FOR 1970 – 2010. 
Particle Board Consumption / Demand 
  1970 1980 1990 2000 2010 % Growth 
South Africa  97 204 148 464 637 37% 
Zambia  1 0 16 37 39 5% 
Zimbabwe  2 28 19 42 45 7% 
Total 100 232 183 543 721 33% 
Particle Board Supply / Manufacturing 
  1970 1980 1990 2000 2010 % Growth 
South Africa  95 202 202 511 637 25% 
Zambia  0 0 16 35 37 6% 
Zimbabwe  2 29 19 40 42 5% 
Total 97 231 237 586 716 22% 
 
From table 6.3 it is clear that from 2000 to 2010 there will be an increase of 
33% in the usage or consumption of particle board in Southern Africa. The 
same growth is not eminent for the production or capacity side, the estimated 
growth is only 22%. That means there will be a shortfall of 5 000m3 or 0.1% of 
2010’s capacity. Seeing that White River can manufacture either product it is 
necessary to investigate the MDF scenario. 
 
TABLE 6.4: EXPECTED DEMAND AND SUPPLY OF MDF IN SOUTHERN 
AFRICA, IN1 000M3 FOR 1970 – 2010. 
MDF Board Consumption / Demand 
  1970 1980 1990 2000 2010 % Growth 
South Africa  66 47 43 405 478 18% 
Zambia  8 3 0 0 0 0 
Zimbabwe  0 1 0 0 0 0 
Total 66 51 43 405 478 18% 
MDF Board Supply / Manufacturing 
  1970 1980 1990 2000 2010 % Growth 
South Africa  130 78 58 149 161 8% 
Zambia  0 0 0 0 0 0 
Zimbabwe  0 0 0 1 2 100% 
Total 130 78 58 150 163 9% 
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The indications are clear in table 6.4 that there will be a huge shortage of MDF 
manufacturing capacity in Southern Africa by 2010.  This shortage equates to   
315 000m3 or 293%. If the current SA MDF capacity is taken at 150 000m3, it 
means that there will be a requirement of 2.1 times the current SA capacity. The 
SA MDF market is part of the global market so the excess in at least Europe 
must be taken into account. 
 
6.1.3 Excess Capacity in Europe 
In tables 3.5 and 3.7 it is evident that in Europe there has been excess capacity 
and that these products had been exported. The SA currency and the shipping 
freight to SA are the two governing factors that prevent or promote imports into 
South Africa. The SA manufacturers must be careful of own product prices 
because overseas companies may sell product in the SA market at breakeven 
prices only to recover some contribution to their fixed cost basis. 
 
6.1.4 Analysis of Empirical Study Results 
From Tables 5.2 and 5.3 it is evident that the current customers expect a 17% 
growth in their respective markets. It is also eminent that the casket and coffin 
industry is expecting a 21% growth. It may be an indication of the effects of 
AIDS. A total market growth of 18% is huge in any language.  
 
The increase of 18 700m3 MDF (see section 5.4.1) when compared to the 
current capacity: 
• Sonae  18 700 / 75 000 = 25% of their capacity; 
• PG Bison 18 700 / 80 000 = 23.3% of their capacity; 
• Total Capacity 18 700 / 155 000 = 12% of total capacity. 
 
The current excess MDF capacity (see sections 2.31 and 2.3.2) is: 
• PG Bison – 10 000m3 per annum; 
• Sonae – 9 000m3 per annum. 
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The additional requirement of 18 700 m3 per annum will be satisfied by the 
current excess capacity but the years thereafter there is no spare capacity. 
 
The indications from knowledgeable people are that there will be a growth in the 
South African MDF market and that the current capacity is not sufficient to 
satisfy this demand. 
 
6.2 SOUTH AFRICAN ECONOMY INDICATORS 
This section is not to determine the economic indicators but rather a case of 
seeing whether that will have an influence on the capacity of flat panel 
manufacturers. Table 3.1 indicates that there has been an increase in the 
consumer price index for the period 2000 to 2002. This index will be an 
indication of the consumer’s willingness to purchase. The higher this numbers 
the less likely the consumer to spend money. Another spin-off is that the 
imported board will most probably more expensive than the South African 
counterpart. During 2002 the CPI has been high therefore not a lot of imported 
boards. The SA Government has set a target for themselves of 1.5% to 1.6 % 
per annum. This low figure will create growth in the SA market but it will also 
assist in the importing of products. 
 
The figures in Table 3.2 displaying the Production Price Index confirm what has 
been said about the CPI and board imports. 
 
The building statistics for 2002, as per table 3.3, indicates a positive growth 
figure for 2002 when compared to 2001. The building statistics is an indication 
of a country’s financial soundness. The more the average man in the street 
spends on building the more sound the country’s financial state. Subsequently 
the CPI and PPI will not necessarily reflect the same tendency but it will lag the 
development in building. 
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6.3 IMPLICATION OF RESULTS 
All the relevant studies indicate that there will be a shortfall of P/B or MDF in 
SA. This demand varies from 18% to 3865% depending which approach is 
being used. One common thread through all these studies there will be a 
shortfall of flat panels in SA.  
 
The excess capacity in Europe and most probably in other countries can play a 
major role. These countries could export to SA. The sudden economic boom in 
China could lead to huge economies of scale in flat panel production. Therefore 
it is of utmost importance to be the cheapest manufacturer of flat panels in SA. 
Linked to that is brand loyal customers that will ensure a market for flat panels.  
 
Any company that would like to increase capacity must do a SWOT analysis to 
determine whether they have the strengths to install and operate a new plant. 
Any new technology takes its toll in the experience curve from the staff. The 
next table will be a summarised SWOT analysis of Sonae and PG Bison. This 
SWOT analysis will be focused in increasing capacity and the requirements of 
equipment and staff. 
TABLE 6.4: CONDENSED SWOT ANALYSIS OF SONAE AND PG BISON 
P G BISON SONAE NOVOBORD 
5. STRENGTHS 
• Product Technical Backup centrally 
located 
• Joint Venture – Resin supplier 
• 23 own distribution channels via 
Timbercity branches 
• Horizontal diversification – Penny 
Pincher’s 18 outlets. 
• Vertical diversification – Steinhoff 
shares in PG Bison – raw material 
supply for example timber from sawmills 
and plantations. 
• Stable public image – Bison board and / 
or Supawood considered as a trade 
name. 
• Well-known product name since 1897. 
 
• Salaried staff with huge experience curve 
in continuous pressing. 
• Continuous press – new technology – 
product uniqueness. 
• Support from international giant Sonae 
SGPS (2
nd
 biggest board manufacturer in 
the world). 
• Newer plants than opposition. 
• Flat management structure with lean 
manufacturing staff.  
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P G BISON SONAE NOVOBORD 
6. WEAKNESSES 
• Old equipment – huge maintenance 
cost. 
• Old technology – huge replacement 
costs. 
• Old equipment increase in downtime – 
causing longer product lead times. Even 
an increase in stockholding. 
• Location of Stellenbosch plant – close 
to residential area limits expansion / life 
span. 
• Old equipment – labour intensive  
• Frequent name changes due to 
acquisitions – caused no brand name 
stabilisation. 
• Frequent change of Senior Management 
– lack of continuity. 
• Limited use of the international mother 
company’s expertise. 
• Limited use of the international branches 
spare capacity or products to increase 
local market share. 
• Being re-active to market trends and 
product requirements. 
• Huge debt / depreciation commitments 
due to amortisation during acquisition  
 
According to table 6.4 if the governing factor is staff experience then Sonae is 
the best suited to acquire and install a new plant. If old machinery is the 
governing factor then PG Bison is the best suited to install a new plant. Sonae 
is also still paying of their acquisition deal and may therefore be cashstrapped.  
 
6.4 SUMMARY 
All the signs are there for an increase in capacity. The crux is how to do it 
without serious disruptions to existing manufacturing units. The Company that 
can secure equipment by the press manufacturers will be the company that will 
be able to install a new pressline. 
 
Installing a new plant will require new and old skills from all staff. This will 
reduce their current complement of competent staff. Neither company will install 
a new plant and immediately shut an old one down. They will wait until the new 
plant is up and running before doing so. Thus the staff complement will increase 
due to the new plant. The staff from the older plants will most probably used 
because of their skills base. The negative spin-off will be a reduction in output at 
the old plant as well. 
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Although the indications are there that a new pressline is required a closer look 
at the other raw materials must be taken. The company that does have its own 
timber resources or a timber supply contract for longer than 10 years will have a 
benefit. The resin used in this type of operation is fairly available. The other 
chemicals are commodity type chemicals and can easily be obtained. Two other 
“raw materials” that may be required is sufficient electricity in the region of at 
least 10 Megawatt and water. The other normal requirements such as land, 
labour and location is taken for granted that it will be investigated. 
 
Both companies have the requirements / skills that will enable them to make a 
success of a new pressline. 
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Chapter 7 
 
Summary, Recommendations and Conclusion 
 
 
7 INTRODUCTION 
“Originally, the theory of the firm was based on the assumption that the goal or 
objective of the firm was to maximize current or short-term profits. Firms, 
however, are often observed to sacrifice short-term profits for the sake of 
increasing future or long-term profits”. (Salvatore, 2001:11).  
 
In the light of the above it is necessary to make an assessment of the current 
Medium Density Fibre Board (MDF) market. Evaluation of the market will 
provide an indication whether the current or expected market will sustain an 
increase in manufacturing capacity, whilst maintaining a sustainable economic 
return to the stakeholders of the increased manufacturing.  
 
7.1 SUMMARY 
The mutual requirement of the above statements is to generate wealth by 
means of creating additional capacity and sales.  
 
7.1.1 Current Capacity and Market Requirements 
The sub-problem What is the current manufacturing capacity for MDF in 
SA? Is answered by the following summarised paragraph: 
 
According to Table 2.6 Sonae Novobord can manufacture either PB or MDF at 
their White River plant, but not both simultaneously.  
• That means if they manufacture MDF only, there is a decrease in PB 
capacity of 175 000 m3. Total PB capacity will be 648 000m3 and Total 
MDF capacity will be 155 000m3 per annum. 
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• If they manufacture no MDF there is a decrease of MDF capacity of 75 
000 m3. Total MDF capacity will be 80 000m3 and total P/B capacity will 
be 803 000 m3 per annum. 
 
The sub-problem What are the current requirements for locally produced 
MDF? Is answered by the following summarised sub-paragraph: 
 
The total market requirements according to Table 2.10 is 500 000m3 for P/B 
and 110 000m3 for MDF. Total requirements of MDF and P/B is 610 000m3 per 
annum. 
 
The two above mentioned sub-problems were researched to determine whether 
the current demand and supply is in or out of balance. For the base year 2002 
the supply is more than the demand. The next section will address future 
growth. 
 
7.1.2 Future Market Requirements 
The sub-problem What method(s) can be used to analyse the potential 
growth of the MDF market? Is addressed by means of: 
• A straight-line regression analysis - If a very conservative growth of 5% per 
annum is expected from 2002 to 2010 the current market requirements will 
increase to: 
o 738 728m3 P/B; 
o 165 520m3 MDF. 
 
• Overseas Database Information - The demand, as per tables 3.10 and 3.11, 
for Particle Board and MDF in 2010 will be: 
o 721 000m3 P/B; 
o 478 000m3 MDF. 
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• South African Revenue Services Database - If the quantity imported product 
in 2002 is taken into consideration and extrapolated on a straight-line 
regression the demand in 2010 for Particle Board and MDF will be: 
o 54 463 m3 P/B; 
o 857 747m3 MDF. 
 
These 2002 imported figures form part of the current market requirements. 
The 2010 growth in the MDF market is an exceptional 3865% when 
compared to that of 2002. 
 
• Comprehensive questionnaire - Analysing the questionnaires gave an 
increase of MDF market requirements for 2004 of 19% to 25%. This 
percentage increase equates to 18 700m3 for 2004. If this is extrapolated on 
a straight-line regression the expected growth to 2010 is 130 900m3. 
 
The above mentioned sub-problem’s investigated results indicate that there will 
be a shortfall of MDF in SA by the year 2010. 
 
7.1.3 Production Capacity versus Market Requirements 
If all the above statements of capacity and requirements are being totalled the 
picture will look like this 
 
TABLE 7.1: SCENARIO 1 - CAPACITY AND DEMAND 
Description Product Current 2010 
P/B 
Excess / 
(Deficit) 
MDF 
Excess / 
(Deficit) 
Capacity P/B 803 000 803 000 803 000  
Capacity MDF 80 000 80 000  80 000 
Current Market + 
5% per annum 
P/B 500 000 738 728 64 272  
Current Market + 
5% per annum 
MDF 110 000 165 520  (85 520) 
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Table 3:10 Demand P/B 543 000 721 000 82 000  
Table 3:11 Demand MDF 405 000 569 000  (489 000) 
Imported P/B 10 002 54 463 748 537  
Imported MDF 22 194 857 747  (777 747) 
Questionnaire MDF 18 700 130 900  (50 900) 
Note: In this scenario White River does not manufacture MDF but only P/B. 
 
TABLE 7.2: SCENARIO 2 - CAPACITY AND DEMAND 
Description Product Current 2010 
P/B 
Excess / 
(Deficit) 
MDF 
Excess / 
(Deficit) 
Capacity P/B 648 000 648 000 648 000  
Capacity MDF 155 000 155 000  155 000 
Current Market + 
5% per annum 
P/B 500 000 738 728 (90 728)  
Current Market + 
5% per annum 
MDF 110 000 165 520  (10 520) 
Table 3:10 Demand P/B 543 000 721 000 (73 000)  
Table 3:11 Demand MDF 405 000 569 000  (414 000) 
Imported P/B 10 002 54 463 593 537  
Imported MDF 22 194 857 747  (702 747) 
Questionnaire MDF 18 700 130 900  24 100 
Note: In this scenario White River does not manufacture P/B but only MDF. 
 
From tables 7.1 and 7.2 it is clear that there will be a shortage of MDF in 2010. 
The shortage could be evident in 2005.and even before then. 
 
 
7.2 RECOMMENDATIONS 
From date of order it will take approximately 12 months before a pressline will 
be despatched from the manufacturers. Installation or erection of this will be 
another 6 to 12 months. Commissioning and faultfinding takes another 2 
months. The plant will then have a teething problem period and after startup it 
will take approximately 12 months before design / nameplate capacity is 
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manufactured.  Total is 36 months or 3 years since placing the order. If second 
hand equipment is used this timeframe will be less. 
 
A provisional action plan or recommendation would be: 
• Execute a market survey to determine the exact market demand as well as 
future demand; 
• Determine whether it will be own company expansion or a joint venture with 
overseas or other SA company; 
• Obtain and secure financing if the project is not self-financed 
• Obtain timber supply for extended period either by obtaining own forests, 
supply contract or leasing forests; 
• Ensure resin supply – either own manufacturing or joint venture; 
• Identify the appropriate location and evaluate the supply of services; 
• Appoint the necessary project engineering company – preferably a reputable 
company; 
• Execute the plans. 
 
 
The sub-problem What manufacturing strategy could be used to increase 
market share? Will be answered in the following paragraph. 
 
The ease with which an organisation can increase their market share is based 
on: 
• The nature of the market – is it growing or declining; 
• Resource issues – no short term profit or equipment age; 
• Complacency of market leaders – it may allow smaller share holders to 
catch up because they were not considered as a threat (Johnson and 
Scholes, 2002:368). 
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Currently there are three market players: 
a) PG Bison; 
b) Sonae Novobord; 
c) Magna Board. 
The manufacturing strategy will be different for these players although certain 
aspects may be generic. To answer the sub-problem correctly it will be 
beneficial to summarise each player’s possible strategy. 
 
7.2.1 Possible Manufacturing Strategy - PG Bison 
• Close down Stellenbosch plant but relocate, upgrade and increase capacity 
at new location in the Eastern or Southern Cape.  
• Upgrade and increase capacity as much as possible at either 
Pietermaritzburg or Piet Retief. 
• Replace MDF pressline at Boksburg with a secondhand newer generation 
platen press. 
• Launch new products similar to the Moja Range or extend / expand the 
current range. 
• Secure timber supply, for a minimum of 20 years, by either obtaining own 
forests or supply agreements. 
• Change or install equipment that will assist in using urban waste (timber) for 
board manufacturing. 
 
7.2.2 Possible Manufacturing Strategy – Sonae Novobord 
• Upgrade and increase George plant capacity. 
• Install new dedicated MDF press line in White River. Establish market share 
during this period by importing excess capacity product from sister 
companies within Sonae Industria Group. 
• Extend White River current press line and change it to a dedicated P/B 
press line. 
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• Secure timber supply, for a minimum of 20years, by either obtaining own 
forests or supply agreements. 
• Secure resin supply agreement for extended period. 
• Train new staff to broaden skills base. 
 
7.2.3 Possible Manufacturing Strategy – Magna Board 
• Create a joint venture with a local sawmilling industry to secure future timber 
supplies. 
• Install a new press line – capable of matching White River’s capacity. 
• Currently a low cost producer with flat structure. Not a huge corporate 
conglomerate. 
• Can increase market share rapidly due to flat management structure. 
 
 
7.3 CONCLUSION 
It is clear that there will be an increase in demand for MDF. The current supply 
in SA will not be sufficient to satisfy this demand. The other source of MDF will 
be imports from overseas companies. The question is who wants to generate 
income for themselves, the board manufacturer or the importer? 
 
The goal of first mover advantage is that the initial occupant of a strategic 
position or niche gains access, or acquires, to resources and strategic, 
essential, capabilities that a follower cannot match, (Grant 1998:184). The first 
mover in the current market situation will enable that mover to obtain controlling, 
if not complete, market share. 
 
It short, he who moves first will have the first mover advantage and he could 
increase his market share beyond the reach of all the other players. 
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APPENDICE A 
QUESTIONNAIRE 
DATE   
Sonae Novobord 
Representative   
      
Customer's Representative   
      
CURRENT 
Furniture 
Manufactu
ring 
Build in 
Cupboards 
D I Y Casket Other 
Customer's Target Market 
 in % of Sales 
          
%  Plain MDF (NVB)  used in 
own Product  
          
% Plain  MDF(BISON)  used in 
own Product  
          
%  Plain P/B (NVB)  used in 
own Product  
          
% Plain  P/B (BISON)  used in 
own Product  
          
%  Melamine on  MDF (NVB) 
used in own Product  
          
%  Melamine on  MDF (BISON) 
used in own Product  
          
%  Veneer on  MDF(NVB) used 
in own Product  
          
%  Veneer on  MDF(BISON) 
used in own Product  
          
%  Melamine on  P/B (NVB) 
used in own Product  
          
%  Melamine on  P/B (BISON) 
used in own Product  
          
%  Veneer on  P/B(NVB) used 
in own Product  
          
%  Veneer on  P/B(BISON) 
used in own Product  
          
% Other wood / board used in 
Product 
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QUESTIONNAIRE CONTINUED 
EXPECTED GROWTH in 1 Yr 
Furniture 
Manufactu
ring 
Build in 
Cupboar
ds 
D I Y Casket Other 
Customer's Target Market 
 in % of Sales 
          
%  Plain MDF (NVB)  used in own 
Product  
          
% Plain  MDF(BISON)  used in own 
Product  
          
%  Plain P/B (NVB)  used in own 
Product  
          
% Plain  P/B (BISON)  used in own 
Product  
          
%  Melamine on  MDF (NVB) used 
in own Product  
          
%  Melamine on  MDF (BISON) 
used in own Product  
          
%  Veneer on  MDF(NVB) used in  
own Product  
          
%  Veneer on  MDF (BISON) used 
in own Product  
          
%  Melamine on  P/B (NVB) used in  
own Product  
          
%  Melamine on  P/B (BISON) used 
in own Product  
          
%  Veneer on  P/B (NVB) used in  
own Product  
          
%  Veneer on  P/B (BISON) used in  
own Product  
          
% Other wood / board used in 
Product 
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QUESTIONNAIRE CONTINUED 
If you were to start a company similar to yours who would be your preferred supplier NOVOBORD 
PG 
BISON 
MAGNA 
ULTRA 
 BRD 
MASONITE IMPORT 
In your new company. What would be your preferred  Novobord Product P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Isowhite Shelving 
In your new company. What would be your preferred  Bison Product P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Formica 
 Products 
Shelving 
If you were to start a company similar to  your Biggest Opposition's 
Who would be your preferred supplier ? 
NOVOBORD 
PG 
BISON 
MAGNA 
ULTRA 
 BRD 
MASONITE IMPORT 
In your new company. What would be your preferred  Novobord Product 
? 
P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Isowhite Shelving 
In your new company. What would be your preferred  Bison Product ? P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Formica 
 Products 
Shelving 
According to your experience, what is Novobord's strongest point / feature ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
According to your experience, what is Novobord's weakest point / feature ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
According to your experience, what is Bison's strongest point / feature ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
According to your experience, what is Bison's weakest point / feature ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
If you were the MD of  Novobord. What would be your main focus area ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
WHY ?   
 
           
Appendix A - Questionnaire  
 
 
114 
QUESTIONNAIRE CONTINUED 
 
If you were the MD of  Bison. What would be your main focus area ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
WHY ?   
If you were to recommend a feature of  Novobord - to a friend.  What would it be ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
WHY ?   
If you were to recommend a feature of  Bison - to a friend.  What would it be ? Service Price Quality Delivery 
Technical 
 backup 
Sales 
 Force 
WHY   
According to your opinion . What is Novobord's  Best Product P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Isowhite Shelving 
According to your opinion . What is Novobord's  Weakest  Product P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Isowhite Shelving 
According to your opinion . What is Bison's  Best Product P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Formica 
 Products 
Shelving 
According to your opinion . What is Bison's  Weakest  Product P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
Formica 
 Products 
Shelving 
In Your Opinion. What type of  
board product will show the biggest growth in the next 1 year ? 
P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
OSB OTHER 
In Your Opinion. What %  of  growth ? 0 - 5  5 - 10 10 - 15 15- 20 20 - 30 30 - 40 40 - 50 > 50 
In Your Opinion. What type of  
board product will show the smallest growth in the next 5 years ? 
P/B MDF 
Melamine  
on P/B 
Melamine  
on MDF 
Veneer  
on P/B 
Veneer  
on MDF 
OSB OTHER 
Appendix A - Questionnaire  
 
 
115 
           
In Your Opinion. What %  of  growth ? 0 - 5  5 - 10 10 - 15 15- 20 20 - 30 30 - 40 40 - 50 > 50 
 
 
 
